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Preface 


©Diana Ong, Fotosearch 


The 16th edition of Managing Human Resources will place your students at the 
forefront of understanding how organizations can gain a sustainable competitive 
advantage through people. The role of HR managers is no longer limited to service 
functions such as recruiting, payroll, and benefits. Today, HR managers assume an 
active role in the strategic planning and decision making within their organizations. 
Those managers who are good at it can have a major impact on the success of their 
firms while elevating the practice of human resources in terms of its importance in 
the C-suites of their organizations. And human resource management is not limited 
to the HR staff. The best organizations recognize that managing people is the job of 
every manager, working in partnership with HR. 

Each edition of the book highlights the ways in which the environment for man- 
aging human resources is changing somewhat, but reveals that the goal of utilizing 
an organization's talent in the best way possible never changes. Consequently, the 
purpose of this book is always two-fold: (1) To equip students with the tools and 
practices of human resources management and an appreciation for the changes they 
can effect by understanding how best to manage people, and (2) to present the most 
current challenges and opportunities graduating students will face when it comes to 
today's human resource management environment. These challenges exist both for 
those who will become HR managers and those who will go on to become other 
types of managers. 

Toward that end, the first chapter of the book lays out in broad terms the key 
challenges in HRM today. It includes a discussion of the HR strategies pursued by 
firms in the face of the latest economic downturn and the importance of retaining 
and motivating employees in the process. Other aspects broached include healthcare 
reform laws and some of the strategies companies are using to continue attempting 
to control healthcare costs; how social media is affecting human resources manage- 
ment and employees’ privacy rights in this regard; and a new discussion on how good 
human resources practices can help a firm achieve its corporate social responsibility 
and sustainability goals, making it an “employer of choice.’ The chapter also discusses 
the important partnership with line managers and the competencies required of HR 
management. The textbook continues with the introduction, explanation, and dis- 
cussion of the individual practices and policies that make up HRM. We recognize the 
manager's changing role, and emphasize current issues and real-world problems and 
the policies and practices of HRM used to meet them. 

Strategy and talent have become such central concerns of HR today that we con- 
tinue to emphasize the topic in this edition of the book in Chapter 2. Chapter 5 
focuses on expanding and managing the talent pool in organizations. The detailed 
coverage of these topics solidifies Managing Human Resources as perhaps the premier 
text for thought leadership, especially the global talent pool. Employee diversity and 
how firms can leverage all types of differences among their workers to their strategic 
advantage are examined. 


XXV 
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Organizations in today’s competitive world are discovering that it is how the indi- 
vidual HR topics are combined that makes all the difference. Managers typically don't 
focus on HR issues such as staffing, training, and compensation in isolation from one 
another. Each of these HR practices should be combined into an overall system—one 
that enhances employee involvement and productivity. Managing Human Resources 
ends with a final chapter that focuses on the development of high-performance work 
systems (HPWS). We outline the various components of the systems, including work- 
flow design, HR practices, management processes, and supporting technologies. We 
also discuss the strategic processes used to implement high-performance work systems 
and the outcomes that benefit both the employee and the organization as a whole. 


What’s New in the 16th Edition 


A great deal of new information is provided in this revision to accurately reflect 
HRM in today’s business world and help the reader understand today’s HRM issues 
more effectively. 

Perhaps the most significant new feature in this edition is the new “Small Busi- 
ness Application” boxes. These boxes are designed to help entrepreneurs and small 
business owners and managers think about how to organize, implement, and leverage 
talent, and draws attention to resources designed especially for them to do so. We felt 
this was important because many students today are very interested in entrepreneur- 
ship and will go on to found their own businesses. Moreover, small businesses pro- 
vide most of America’s jobs to workers. 

Global and international HR concerns, in particular, are covered in more detail in 
this edition. Today these issues are increasingly seen as “front and center” in many orga- 
nizations, They include the issues surrounding multinationals, joint ventures, and the 
World Trade Organization; low-wage, high-growth countries such as China and India; 
the talent shortage and work-visa challenges facing U.S. firms since 9/11; and global 
rights issues such as data protection, intellectual and property rights, and the Interna- 
tional Labor Organization's decent work agenda and efforts to promote fairness among 
countries as they globalize. 

Of course, the 16th edition also includes a complete update of all laws, adminis- 
trative rulings and guidelines, and court decisions governing HRM . There are also 
14 new end-of-chapter case studies highlighting chapter content, and four new ex- 
tended cases are included at the end of the book. The cases have been carefully selected 
to reflect current issues in managing human resources, and explore the important top- 
ics of HRM. Among the topics included are ethics and virtual HR practices; global 
and cultural issues; employee diversity and workforce mobility; hiring, training, on- 
boarding, and downsizing; wrongful discharge issues; performance appraisals; and 
the arbitration of employee complaints. 

Lastly, in addition to the changes we have already mentioned, to help instructors 
incorporate the new material discussed into their courses, the following is a list of 
major chapter-by-chapter additions: 


Chapter 1 


a A new discussion on retaining and motivating employees in the face of downsiz- 
ings and economic downturns and better workforce planning so layoffs can be 
avoided in the first place. 
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m A new discussion on nearshoring, which is the process of moving jobs closer to 
one’s home country. 


= A new discussion on U.S. visa restrictions and immigration backlash and how 
firms are coping with the tightening supply of talented foreign workers. 
Chapter 2 


a A new discussion on the quality-of-fill metric, which attempts to measure how 
well new hires are performing so the company will have enough top performers to 
propel it towards its strategic objectives. 


a A new discussion on how HR managers can significantly enhance their worth 
to their organizations if by effectively gathering informal information, or 
“intelligence,’ about the strategic and HRM practices of their competitors. 


Chapter 3 


a An expanded discussion of religious expression in the workplace and reasonable 
accommodation. 


a An expanded discussion of the Older Workers’ Benefit Protection Act 


a The addition of two new acts: The Lily Ledbetter Fair Pay Act and Don't Ask 
Don't Tell Repeal Act. 


= Additional discussion of the federal E-Verify citizenship verification systems and 
the companies that must use it. 


a The addition of the EEOC’s position on caregivers and discrimination. 


= A discussion of the Supreme Court ruling in Ricci vs. DeStafano and its effect on 
promotion policies and affirmative action programs, 
Chapter 4 


a The addition of workflow redesign as it relates to job analysis. 
=a The addition of a job analysis questionnaire. 


a A new discussion of dejobbing, which refers to a process of structuring organi- 
zations not around jobs but around projects that are constantly changing. 


Chapter 5 


= A new discussion on employee profiling, which involves surveying a firm's top per- 
formers about what they like to do, what events they attend, and how they like to 
be contacted and recruited. Similar candidates can then be recruited using this 
information. 


= A new section on the strategic aspects of recruiting—how the recruiting 
should reflect a firm’s competitive priorities, who should do the recruiting, 
where and how. 


= A new section on employer branding and recruiting and using social networks, 
blogs, and philanthropic activities to improve a company’s HR brand. 
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« New information on mobile recruiting, the process of recruiting candidates via their 
mobile devices using text messages and applications for Linked In, Twitter, and so forth. 


a New info on job fairs and virtual job fairs. 


= New information on employee referral software, which makes it easier for current 
employees to recommend applicants. 


a New info on re-recruiting and “alumni networks.” Re-recruiting is the process of 
keeping track of and maintaining relationships with former employees to see if 
they would be willing to return to the firm. 


a A section on improving the effectiveness of internships. 


Chapter 6 


= A new section on initial screening resumes and applications and checklist for 
doing so. 


= A new discussion on video resumes. 
= New discussions on sequential interviews and phone interviews. 
a The addition of a candidate evaluation form. 


= A new discussion on making job offers and rejecting candidates. 


Chapter 7 


= New sections on employer-provided tuition assistance and corporate universities. 


= A new section on onboarding. 


Chapter 8 


a A new section on providing ongoing performance feedback as a management tool, 


= New information on focal performance appraisals and its pros and cons. 


Chapter 9 


= New section on compensation scorecards. 


= Discussion of the financial crisis of 2008-2010 and how it has changed the 
landscape for compensation. 


= New laws regarding compensation. 
a Updated text to address issues related more to service workers and professionals. 


= Increased ease and steps introduced to using job evaluations for compensation 
decisions. 


Chapter 10 


a Do's and don'ts for different types of performance-based incentives. 


= New research on pay for star employees. 
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= How companies should proceed with caution to use pay-for-performance. 
a Discussion of bonuses based on new research by the RAND corporation. 
= CEO and executive pay concerns in the media and in companies. 


Chapter 11 


m Anew section on the strategic benefits planning and gathering competitive benefit 
information. 


= A new section on the benefits mandated by the passage of the Patient Protection 


and Affordable Care Act (PPACA). 


a An expanded discussion on containing medical benefits costs and value-based 
health initiatives, which involve looking at the medical care their employees most 
use and need and target benefits and health programs toward them. 


= Anew section on the rise in the popularity of sabbaticals as a benefit. 
a Anew discussion of phased retirement. 
= An updated discussion on domestic partner benefits. 


= Expanded information on educational assistance and new information on 


employer-provided 529 programs. 
Chapter 12 


= A new section on the practice of interviewing applicants for safety. 

= A new discussion on employee engagement and safety. 

= New sections on employee fatigue and distracted driving, 

a The addition of a sample HR policy on distracted driving, 

= A new section on workplace emergencies and emergency action plans. 


= The addition of an emergency-readiness checklist for firms. 


Chapter 13 


= New information on text messages and employees’ privacy rights. and updated in- 
formation on court rulings related to employees’ e-mail privacy, the use of social 
networks, Internet postings, and computer use. 


a The addition of a sample electronic communications privacy policy. 


= An expanded section on HR's responsibility for safeguarding employee information 
and the best practices for doing so, 


Chapter 14 


a New collective bargaining agreements. 
= Address issues faced by collective bargaining for public employees. 


« Highlight on a timeline of government involvement in American labor relations, 
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= New section on union avoidance practices. 


= New section on recent trends in union membership. 


Chapter 15 


« Reorganized chapter starting with a new discussion of the global environment and 
the similarities and differences across countries. 


= New section of business services vs. manufacturing from an HR perspective. 
a New discussion of integrated technology platforms as a tool for global HR. 
= New section of employee selection practices in emerging markets. 


a Discussion of new research on expatriate management and the importance of 
cultural understanding. 


a Discussion of the role of civil society in improving employment conditions in 
emerging markets. 


Chapter 16 


= Anew section on providing ongoing performance feedback as a management tool, 


= New information on focal performance appraisals and its pros and cons. 


Features of the Book 
Designed to facilitate understanding and retention of the material presented, each 
chapter contains the following pedagogical features: 


« Learning Outcomes listed at the beginning of each chapter provide the basis for 
the Integrated Learning System. Each Outcome is also listed in the margin of the 
chapter in which it appears, along with a thought-provoking question designed to 
get students thinking about how the related content applies to them personally. 
The outcomes are revisited in the chapter summary and discussion questions and 
in all of the book's ancillaries. 


a Highlights in HRM. This popular boxed feature provides real-world examples 
of how organizations perform HR functions. The Highlights are introduced in 
the text discussion and include topics such as small businesses and international 
issues, 


= Key Terms appear in boldface and are defined in margin notes next to the text 
discussion. The Key Terms are also listed at the end of the chapter and appear in 
the glossary at the end of the text. 


a Figures, An abundance of graphic materials and flowcharts provides a visual, 
dynamic presentation of concepts and HR activities. All figures are systematically 
referenced in the text discussion. 


=» Summary. A paragraph or two for each Learning Outcome provides a brief and 
focused review of the chapter. 
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= Discussion questions following the chapter summary offer an opportunity to 
focus on each of the Learning Outcomes in the chapter and stimulate critical 
thinking. Many of these questions allow for group analysis and class discussion. 


a HRM Experience. An experiential activity (described earlier) is included in each 
chapter. 


= End-of-chapter cases. Two or more case studies per chapter present current 
HRM issues in real-life settings that allow for student consideration and critical 
analysis. 


= Extended cases. Eleven extended cases are provided at the end of the main text. 
These cases use material covered in more than one text chapter and provide 
capstone opportunities. 


Ancillary Teaching and Learning Materials 

For Students 

= Study Guide to Accompany Managing Human Resources. John Bowen of Ohio 
State University, Newark, and Columbus State Community College has revised the 
Study Guide. His years of HRM teaching experience allow him to bring a special 
insight to this popular student supplement. It includes review questions that can be 
used to check understanding and prepare for examinations on each chapter in this 
textbook. Using the Integrated Learning System, Study Guide questions are arranged 
by chapter learning objective so the student can quickly refer to the textbook if further 
review is needed. 


= CourseMate. Complement your text and course content with study and practice ga ® 
materials. Management CourseMate brings course concepts to life with a wealth a CourseMate 
of interactive learning, study, and exam preparation tools including flashcards, 
interactive exercises, learning games, internet activities, audio PowerPoint lectures, 
and quizzes. Watch your comprehension soar as you work with the printed 
textbook and the textbook-specific website. 


For Instructors 

The following instructor support materials are available to adopters from your South- 
Western Cengage Representative, from the Academic Resource Center at 800-423- 
0563, or through http://www.cengagebrain.com. All printed ancillary materials were 
prepared by or under the direction of the text authors to guarantee full integration 
with the text. Multimedia supplements were prepared by experts in those fields. 


a Instructor’s Resource CD. The Instructor’s Resource Guide contains all of your 
core teaching resources in one easy-to-use location: 


+ Instructor’s Resource Guide. Prepared by the text authors and updated by 
John Bowen of Ohio State University, Newark, and Columbus State Community 
College for each chapter in the textbook, the Instructor’s Resource Guide contains a 
chapter synopsis and learning objectives; a very detailed lecture outline; answers to 
the end-of-chapter discussion questions and case studies; solutions to the extended 
cases in the textbook; and suggested answers for the chapter video exercises. 
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+ Teaching Assistance Manual. New to this edition, and also updated by John 
Bowen, the Teaching Assistance Manual provides additional teaching aids such 
as Generating Interest discussion topics, Dealing With Trouble Spots features that 
provide resources to address challenges, and Involving Students sections that sug- 
gest activities and resources. 

+ Test Bank. The test bank has been updated by Dr. Robert McDonald of Fran- 
ciscan University. Each test bank chapter provides more than 100 questions, all 
tagged bylearning objective, AACSB standards, and Bloom's taxonomy. There are 
true/false, multiple-choice, and essay items for each chapter. ExamView!™ Test 
Bank, Exam View TM testing software contains all the questions from the test 
bank and allows the instructor to edit, add, delete, or randomly mix questions for 
customized tests. 

+ PowerPoint!™ Presentation Slides. Completely revised and updated by Larry 
Flick, these presentation slides will add color and interest to lectures. 


= OntheJob Video Cases DVD. This video collection features both small and large 
companies with innovative HR practices, many of which have been recognized for 
their excellence in HR practices. 


= JoinIn™ on TurningPoint®. Combined with your choice of several leading 
keypad systems, JoinIn turns your ordinary PowerPoint® application into 
powerful audience response software. With just a click on a handheld device, 
your students can respond to multiple-choice questions, short polls, interactive 
exercises, and peer review questions. You can take attendance, check student 
comprehension of difficult concepts, collect student demographics to better 
assess student needs, and even administer quizzes without collecting papers or 
grading. In addition, we provide interactive text-specific slide sets that you can 
modify and merge with any existing PowerPoint lecture slides for a seamless 
classroom presentation. 


a? =m CourseMate. Snell/Bohlander Managing Human Resource 16e includes 

g CourseMate Management CourseMate, which helps you make the grade by providing study 
and practice materials. Management CourseMate brings course concepts to life 
with a wealth of interactive learning, study, and exam preparation tools including 
an interactive eBook with note taking and search capabilities, flashcards, interactive 
exercises, learning games, internet activities, audio PowerPoint lectures, and 
quizzes. Watch student comprehension soar as your class works with the printed 
textbook and the textbook-specific website. 


= CengageNOW. CengageNOW is an online teaching and learning resource that 
gives you more control in less time & delivers better outcomes — NOW. Designed 
by instructors for instructors, this easy-to-use online resource saves you time with 
resources that mirror the way you teach. Easily prepare lectures, create assignments 
and quizzes, grade, and tracking student progress with CenageNOW '™, This 
premium engagement tool also includes videos, Personalized Study Plans, 
and assignable visual learning outcome summaries WebTutor™. WebTutor 
is used by an entire class under the direction of the instructor and is 
particularly convenient for distance learning courses. It provides students with 
Web-based learning resources, such as flashcards, interactive exercises, learning 
games, internet activities, audio PowerPoint lectures, and quizzes, well as 
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powerful communication and other course management tools, including course 
calendar, chat, and e-mail for instructors. Web Tutor is available on WebCT 


and Blackboard. 


a Aplia, Engage, prepare, and educate your students with this ideal online learning 
solution. Aplia’s™ management solution ensures that students stay on top of 
their coursework with regularly scheduled homework assignments and automatic 
grading with detailed, immediate feedback on every question. Interactive 
teaching tools and content further increase engagement and understanding. 
Aplia assignments match the language, style, and structure of Managing Human 
Resources, 16e, allowing your students to apply what they learn in the text directly 
to their homework. For more information, visit HYPERLINK “http://www 
.cengage.com/aplia” www.cengage.com/aplia. 


= Managing Human Resources, 16e Support Web Site. The www.cengagebrain.com 
website provides learning and teaching resources and support for instructors. 
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chapter, you should be 
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PART 1 


Human Resources Management in Perspective 


human resources 
management 
(HRM) 


The process of managing 
human talent to achieve an 
organization’s objectives 


human capital 


The knowledge, skills, and 
capabilities of individuals 
that have economic value to 
an organization 
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e use a lot of words to describe how important people are to organizations. The 

terms human resources, human capital, intellectual assets, and talent manage- 

ment imply that it is people who drive the performance of their organizations 
(along with other resources such as money, materials, and information). Successful orga- 
nizations are particularly adept at bringing together different kinds of people to achieve 
a common purpose. This is the essence of human resources management (HRM). Human 
resources management involves a wide variety of activities, including analyzing a compa- 
ny’s competitive environment and designing jobs so a firm’s strategy can be successfully 
implemented to beat the competition. This, in turn, requires identifying, recruiting, and 
selecting the right people for those jobs; training, motivating, and appraising these peo- 
ple; developing competitive compensation policies to retain them, and grooming them to 
lead the organization in the future—and the list goes on. 


Why Study Human Resources 
Management? 


Why should you study human resources management? You might be wondering 
how the topic relates to your interests and career aspirations. Suppose you want the 
opportunity to manage people, either for another a firm or one you start yourself. 
Having a good understanding of human resources management is important for 
managers and entrepreneurs of all types—not just human resources (HR) person- 
nel, All managers are responsible for at least some of the activities that fall into the 
category of human resources management. Managers play a key role in selecting 
employees, training and motivating them, appraising them, promoting them, and 
so forth. 

What if you do a poor job of these activities? Believe it or not, many businesspeople 
with great business strategies, business plans, and products and services fail because 
they do not fully grasp the importance of human resources management. Laments 
one entrepreneur: “My first year after investing in a small business that was failing, 
I tripled the amount of business that company did, and made a lot of money. But I 
didn't pay my personnel enough or motivate them. They eventually abandoned me, 
and a larger competitor muscled me out of the marketplace. I now understand the 
important role personnel play in a business. They can make or break it.” 

In addition, great business plans and products and services can easily be copied by 
your competitors. Great personnel cannot. Their knowledge and abilities are among 
the most distinctive and renewable resources upon which a company can draw. As 
Thomas J. Watson, the founder of IBM, said, “You can get capital and erect buildings, 
but it takes people to build a business.” 


Human Capital and HRM 


The idea that organizations “compete through people” highlights the fact that achiev- 
ing success increasingly depends on an organization's ability to manage talent, or 
human capital, The term human capital describes the economic value of employees’ 
knowledge, skills, and capabilities. Although the value of these assets might not show 
up directly on a company’s balance sheet, it nevertheless has tremendous impact on 
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an organization's performance. The following quotations from notable CEOs and 
former CEOs illustrate this point: 


a “Ifyou look at our semiconductors and melt them down for silicon, that's a tiny 
fraction of the costs. The rest is intellect and mistakes.’ (Gordon Moore, Intel) 


a “An organization's ability to learn, and translate that learning into action rapidly, is 
the ultimate competitive business advantage.’ ( Jack Welch, General Electric) 


a “Successful companies of the twenty-first century will be those who do the best 
jobs of capturing, storing, and leveraging what their employees know.’ (Lew Platt, 
Hewlett-Packard) 


Human capital is intangible and cannot be managed the way organizations manage 
jobs, products, and technologies. One reason why is because employees, not the or- 
ganization, own their own human capital. If valued employees leave a company, they 
take their human capital with them, and any investment the company has made in 
training and developing these people is lost. 

To build human capital in organizations, managers must continue to develop supe- 
rior knowledge, skills, and experience within their workforces and retain and promote 
top performers.’ Beyond the need to invest in employee development, organizations 
have to find ways to better utilize the knowledge of their workers. Too often employ- 
ees have knowledge that goes unused, As Dave Ulrich, a professor of business at the 
University of Michigan, notes: “Learning capability is g times g—a business's ability 
to generate new ideas multiplied by its adeptness at generalizing them throughout the 
company. ^ 

Human resources management and programs are often the conduit through which 
knowledge is developed and transferred among employees. A survey by the Human 
Resource Planning Society revealed that 65 percent of responding companies believed 
that their HR groups play a key role in developing human capital. Arvinder Dhesi, 
the head of talent for the insurance company Aviva, explains that his firm's goal is to 
treat everyone as talent and not just focus on a few.“ We talk about the sum of people's 


Staffing programs 
focus on identifying, 
recruiting, and 
hiring the best and 
the brightest talent 
available. A jobs fair 
is one resource, and 
often brings in many 
applicants for few 
positions. 
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FIGURE 
1 1 Overall Framework for Human Resources Management 
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experiences as well as their skills,’ says Dhesi, who notes that Aviva is rolling out new 
software that will create “talent profile” of each of the firm's employees worldwide. 

Although “competing through people” is a major theme of human resources man- 
agement, on a day-to-day basis, managers of all types have to carry out the specific ac- 
tivities for a company to effectively do so. Figure 1.1 provides an overall framework of 
these activities. From this figure, we can see that managers have to help blend many 
aspects of management; at this point, we will simply classify them as either “competi- 
tive challenges” or “employee concerns.” We will use Figure 1.1 as a basis for our dis- 
cussion throughout the rest of this chapter. 


Competitive Challenges and Human 
Resources Management 


Professional organizations such as the Society for Human Resource Management 

(SHRM) and the Human Resource Planning Society (HRPS) conduct ongoing 

studies of the most pressing competitive issues facing firms. By seeking the input of 

chief executives and HR managers, these organizations keep a finger on the 

Using the INTERNET pulse of major trends. The top trends, or challenges, they name today in- 


clude those outlined in the sections that follow. 


Challenge 1: Responding Strategically to Changes 
in the Marketplace 

Given the pace of commerce, organizations can rarely stand still for long. 
In today’s highly competitive environments in which competition is global 
and innovation is continuous, being able to adapt has become the key to 
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capturing Opportunities and Overcome Obstacles as well as the very survival of or- 
ganizations. As one pundit put it, “No change means chance.’ Successful companies, 
says Harvard Business School professor Rosabeth Moss Kanter, develop a culture 
that just keeps moving all the time” 

Consider what happened to the parts suppliers for U.S. automakers when the 
bankruptcy of General Motors, Chrysler, and Ford looked imminent in 2008-2009. 
Most of the suppliers sold exclusively to the three automakers. As a result, they had 
to rapidly find other markets, products to make for those markets, and ways to sell 
them—all of which required significant human resources changes and challenges. 


Human Resources Managers and Business Strategy 


Ten or 20 years ago, human resources personnel were often relegated to conducting 
administrative tasks. But that has changed. Executives know that human resource 
professionals can help them improve not only a company’s bottom line by streamlin- 
ing employment costs but the top line by forecasting labor trends, designing new ways 
to acquire and utilize employees, measuring their effectiveness, and helping managers 
enter new markets. Says Robin Lissak with the HR consulting arm of Deloitte, “Most 
business leaders say they want [HR] to focus on the new types of services companies 
need and want. They include driving mergers and acquisitions and helping companies 
enter new markets, like expanding to China.” Executives at these companies expect 
their HR personnel to be able to answer questions such as,“ What is our entry strat- 
egy? Who should we send first? Where should we locate our sales, production, and 
other personnel, and how do we keep them safe abroad? How do we manage a crisis 
should it occur?® 

To answer questions such as these, human resources managers need an intimate 
understanding of their firms’ competitive business operations and strategies, what- 
ever they may be. During what is being called the “Great Recession,’ which began 
in 2008, many companies pursued cost-cutting strategies, often in part by trimming 
workers’ benefits. Other companies took a different strategy: They beefed up their 
benefit programs to attract top talent from other companies and expanded in order 
to be ready when the economy began growing again. 

Total quality improvements (TQM), reengineering, downsizing, outsourcing, and 
the like are also examples of the means organizations use to modify the way they 
operate in order to be more successful. Six Sigma quality is a set of principles and 
practices whose core ideas include understanding customer needs, doing things right 
the first time, and striving for continuous improvement. Reengineering has been 
described as “the fundamental rethinking and radical redesign of business processes 
to achieve dramatic improvements in cost, quality, service, and speed.”” Downsizing 
is the planned elimination of jobs, and outsourcing simply means hiring some- 
one outside the company to perform business processes that were previously done 
within the firm. 

A common denominator of all these strategies is that they require companies to 
engage in change management. Change management is a systematic way of bring- 
ing about and managing both organizational changes and changes on the individual 
level. According to a survey by the research institute Roffey Park, two-thirds of firms 
believe that managing change is their biggest challenge. Although most employees 
understand that change is continuous—responsibilities, job assignments, and work 
processes change—people often resist it because it requires them to modify or 
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Think of a firm you 

do business with that 
is facing dramatic 
changes in order to 
survive. (Blockbuster 
is an example.) How 
do you think the firm’s 
personnel can help it 
adapt? What role will 
the company’s HR staff 
play in helping with 
that goal? 
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A set of principles and 
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ideas include understand- 
ing customer needs, doing 
things right the first time, 
and striving for continuous 
improvement 


reengineering 
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radical redesign of business 
processes to achieve dra- 
matic improvements in cost, 
quality, service, and speed 


downsizing 
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outsourcing 
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reactive change 


Change that occurs after 
external forces have already 
affected performance. 


proactive change 


Change initiated to take 
advantage of targeted 
opportunities 


Six Sigma 

A process used to translate 
customer needs into a set 
of optimal tasks that are 
performed in concert with 
one another 


globalization 


The trend toward opening up 
foreign markets to interna- 
tional trade and investment 


Why do firms that sell 
their products only 
domestically have to be 
concerned about glo- 
balization and its HRM 
implications? 
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abandon ways of working that have been successful or at least familiar to them. Suc- 
cessful change rarely occurs naturally or easily. 

To manage change, executives and managers, including those in HR, have to en- 
vision the future, communicate this vision to employees, set clear expectations for 
performance, and develop the capability to execute by reorganizing people and real- 
locating assets. Organizations that have been successful in engineering change: 


m Link the change to the business strategy. 
= Show how the change creates quantifiable benefits. 


= Engage key employees, customers, and their suppliers early when making a 
change. 


m Make an investment in implementing and sustaining change.® 


Some of the strategic changes companies pursue are reactive changes that result 
when external forces, such as a the competition, a recession, law change, or a crisis 
(such as BP’s offshore oil spill in the Gulf of Mexico in 2010) have already affected 
an organization's performance. Other strategies are proactive change, initiated by 
managers to take advantage of targeted opportunities, particularly in fast-changing 
industries in which followers are not successful. 

Good HR managers know that they can be key players when it comes to driving 
the business strategies of their organizations in order to make changes. That is why 
forward-looking CEOs such as Gary Kelly of Southwest Airlines, Howard Schultz at 
Starbucks, and Jeff Immelt at GE make certain that their top HR executives report 
directly to them and help them address key issues. 

A rapidly growing number of companies, including Ford, Intel, and United Tech- 
nologies, are assigning HR representatives to their core business teams to make cer- 
tain they are knowledgeable about core business issues. Companies are increasingly 
rotating non-HR managers into HR positions and vice versa to give them exposure 
to different areas of the organization. Rather than emphasizing the administrative as- 
pects of HR, forward-thinking companies develop and promote their HR personnel 
and provide them with key business statistics and numbers they can use to measure 
the effectiveness of the workforce. We will discuss more about competitive HR strat- 
egies and HR in Chapter 2. Meanwhile, keep in mind that HR's role is not all about 
providing advice to CEOs and supervisors. In addition to serving as a strategic part- 
ner to management, HR managers are also responsible for listening to and advocat- 
ing on behalf of employees to make sure their interests are aligned with those of the 
firm and vice versa. A good deal of evidence suggests that this is one of the toughest 
parts of an HR manager's job. We will discuss more about this aspect of the job later 
in the chapter. 


Challenge 2: Competing, Recruiting, and Staffing Globally 


The strategies companies are pursing today increasingly involve one or more elements 
of globalization. The integration of world economies and markets has sent businesses 
abroad to look for opportunities as well as fend off foreign competitors domestically. 
Consumers around the world want to be able to buy “anything, anytime, anywhere,” 
and companies are making it possible for them to do so. Want to buy a Coke in 
Pakistan? No problem. Coca-Cola has an elaborate delivery system designed to trans- 
port its products to some of the remotest places on the planet. In fact, the company 
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has long generated more of its revenues abroad 
than it does in the U.S. But globalization is not 
of interest only to large firms like Coca-Cola. 
While estimates vary widely, approximately 70 
to 85 percent of the U.S. economy today is af- 
fected by international competition, including 
small companies. 

About 10 percent of what Americans produce 
every year dollar-wise is sold abroad. According 
to the Small Business Administration, nearly 97 
percent of all U.S. exporters are small compa- 
nies. These firms employ about half of all the 
private sector employees in the nation. On the 
flip side, since the 1970s, every year, American 
citizens and businesses have purchased more 
goods and services abroad— including labor— 
than they have sold. 

Partnerships and mergers are two other ways 
companies both large and small are globalizing. 
Coca-Cola has tried to expand in China by part- 
nering with that nation’s largest juice maker. Spring Hill Greenhouses, a small firm in 
Lodi, Ohio, partners with florists through associations such as FTD and Teleflora to 
work with lily and tulip growers in the Netherlands and rose growers in Colombia to 
serve customers around the world. 

As a result of globalization, the national identities of products are blurring too. 
BMW has traditionally been a German brand, but now the automaker builds cars in 
the United States, China, and elsewhere. Likewise, you probably think of Budweiser 
as an American beer, but would it surprise you to know that the maker of Budweiser 
(Anheuser-Busch) is owned by a Belgian company called InBev? Like many other 
companies, Anheuser-Busch InBev is now looking for factories and brands in China 
to purchase in order to expand its sales.? 

Numerous free-trade agreements forged between nations in the last half century 
have helped quicken the pace of globalization. The first major trade agreement of 
the twentieth century was made in 1948, following World War II. Called the Gen- 
eral Agreement on Tariffs and Trade (GATT), it established rules and guidelines for 
global commerce between nations and groups of nations. Although the Great Reces- 
sion temporarily caused a sharp drop in the amount of world trade, since GATT 
began world trade has literally exploded, increasing nearly thirty times the dollar vol- 
ume of what it once was. This is three times faster than the world’s overall output 
has grown during the same period. GATT paved the way for the formation of many 
major trade agreements and institutions, including the European Union in 1986 and 
the North American Free Trade Agreement (NAFTA) in 1994, encompassing the 
United States, Canada, and Mexico, The World Trade Organization (WTO), head- 
quartered in Lausanne, Switzerland, now has more than 150 member countries, and 
new free-trade agreements seem to be forged annually,” 


Thanks to today’s 
global economy 
in which many 
companies, large and 
small, market their 
products in their 
home countries and 
abroad, it is possible 
to find familiar 
products for sale 
virtually anywhere in 
the world. 


John Coletti/Jon Arnold Images Ltd/Alamy 


How Globalization Affects HRM 
For all of the opportunities afforded by international business, when managers 
talk about “going global,” they have to balance a complicated set of issues related to 
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Human Resources Management in Perspective 


LEARNING OUTCOME 3 


Does a company’s HRM 
function need to be 
an integral part of its 
sustainability and cor- 
porate social responsi- 
bility efforts? Why or 
why not? 


corporate social 
responsibility 

The responsibility of the firm 
to act in the best interests of 
the people and communities 
affected by its activities 
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different geographies, including different cultures, employment laws, and business 
practices, and the safety of employees and facilities abroad. Human resources issues 
underlie each of these concerns, They include such things as dealing with employees 
today who, via the Internet and social media, are better informed about global job 
opportunities and are willing to pursue them, even if it means working for competing 
companies or foreign companies. Gauging the knowledge and skill base of workers 
worldwide and figuring out how best to hire and train them (sometimes with materi- 
als that must be translated into a number of different languages) is also an issue for 
firms. Relocating managers and training foreign managers abroad to direct the efforts 
of an international workforce is a challenge as well. In Chapter 15, we will explain 
how these challenges are tackled. 


Challenge 3: Setting and Achieving Corporate Social 
Responsibility and Sustainability Goals 


Globalization has led to an improvement in people's living standards in the last half 
century. As a result of free trade, Americans are able to buy products made abroad 
more cheaply. Conversely people in low-wage countries that make those goods and 
services are becoming wealthier and are beginning to buy American-made products. 
Nonetheless, globalization stirs fierce debate—especially when it comes to jobs. Since 
the turn of the century, millions of U.S. jobs—both white and blue collar—have been 
exported to low-wage nations all around the world. Some people worry that free 
trade is creating a“have/have not” world economy, in which the people in developing 
economies and the world’s environment are being exploited by companies in richer, 
more developed countries. This has sparked anti-free-trade protests in many nations, 

Concerns such as these, coupled with corporate scandals over the years, including 
the use of sweatshop labor in third-world countries, risky lending tactics that fueled 
a worldwide banking crisis, and a class action lawsuit alleging Walmart discriminated 
against hundreds of thousands of female employees over the years, have led to a new 
focus on corporate social responsibility, or good citizenship. In a recent survey, the 
Chronicle of Philanthropy found that 16 percent of companies were making more 
donations of products and services and that 54 percent of companies were encourag- 
ing more employees to volunteer their time.!! Companies are learning (sometimes the 
hard way) that being socially responsible both domestically and abroad can not only 
help them avoid lawsuits but also improve their earnings. For example, researchers 
at the Boston College's Center for Corporate Citizenship found that as a company’s 
reputation improved, so did the percentage increase in the number of people who 
would recommend that firm. Nearly two-thirds of the members of the 80-million 
strong millennial generation (people born in the 1980s and 1990s) consider a compa- 
ny’s social reputation when deciding where to shop, and 9 out of 10 of them say they 
would switch brands based on their perceptions of a company’s commitment to social 
responsibility.'* Moreover, prospective workers are saying corporate responsibility is 
now more important to their job selection. 

Sustainability is closely related to corporate social responsibility. Sustainability re- 
fers to a company’s ability to produce a good or service without damaging the environ- 
ment or depleting a resource. Achieving complete sustainability is nearly impossible, 
but companies are making strides to reduce their “carbon footprints.’ Those that are 
not are finding themselves under pressure from consumers and groups determined 


that they do. Consider what happened to Hewlett-Packard (HP). After HP broke 
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a promise to eliminate toxic materials in its computers by 2009, Greenpeace activ- 
ists painted the words “Hazardous Products” on the roof of the company’s headquar- 
ters in Palo Alto, California. Meanwhile, a voicemail message from Star Trek actor 
William Shatner was delivered to all of the phones in the building, “Please ask your 
leader [HP CEO Mark Hurd] to make computers that are toxin free like Apple has 
done,’ Shatner said in the recording. The stunt and publicity it generated worked. 
HP got the message and later delivered on its promise. 

One of HR's leadership roles is to spearhead the development and implementation 
of corporate citizenship throughout their organizations, especially the fair treatment 
of workers."4 Highlights in HRM 1 lists a number of Internet sites of organizations 
that have developed different conduct codes used by firms around the world. Also 
listed are a number of general websites useful to HR professionals. 


Challenge 4: Advancing HRM with Technology 


Advancements in information technology have enabled organizations to take ad- 
vantage of the information explosion. Computer networks and “cloud computing” 
(Internet computer services and data storage) have made it possible for nearly un- 
limited amounts of data to be stored, retrieved, and used in a wide variety of ways. 
Collaborative software that allows workers anywhere anytime to interface and share 
information with one another electronically—wikis, document-sharing platforms 
such as Google Docs, online chat and instant messaging, web and video conferencing, 
and electronic calendar systems—have changed how and where people and compa- 
nies do business, For example, Boeing Satellite Systems has a “lessons learned” site on 
its intranet where people from all areas of the company can store the knowledge they 
have and others can access it. Executives at Boeing estimate the measure has reduced 
the cost of developing a satellite by as much as $25 million. 1? 


KAREN BLEIER/AFP/Getty Images 


After the 2010 
Deepwater Horizon 
oil spill in the Gulf 
of Mexico—one of 
several accidents 

in BP Oil's history 
that have harmed 
both people and the 
environment—many 
people, including 
these demonstrators, 
demanded that BP 
change its approach 
to corporate social 
responsibility 


LEARNING OUTCOME 4 


In what ways can 
the HR managers and 
employees of small 
firms facilitate their 
competitiveness 
relative to firms with 
superior technology? 
Why are employees 
still key? 


collaborative 
software 


Software that allows work- 
ers to interface and share 

information with one another 
electronically 
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T HIGHLIGHTS IN HRM 


A Guide to HR Internet Sites 


HR professionals can access the following websites for current information related to human resources. 


Codes of Conduct 

e Global Business Initiative on Human Rights’ Guiding Principles (www.global-business-initiative. org) 

e APEC Course of Action on Fighting Corruption and Ensuring Transparency (http://www.apec.org) 

e Caux Round Table Principles for Business (http://www.cauxroundtable.org) 

e Fair Labor Association Workplace Code of Conduct (http://www.fairlabor.org) 

e Global Sullivan Principles of Social Responsibility (http://www.thesullivanfoundation.org) 

e ILO Tripartite Declaration of Principles Concerning Multinational Enterprises and Social Policy (http://www.ilo.org) 

e OECD Guidelines for Multinational Enterprises (www.oecd.org) 

e OECD, Corporate Governance Principles (http://www.oecd.org) 

e Rules of Conduct to Combat Extortion and Bribery in International Business Transactions (International Chamber of 
Commerce, http://www.iccwbo.org) 

e United Nations Universal Declaration of Human Rights (http://www.un.org) 


General 

e AFL-CIO (http://www.aflcio.org)—union news, issue papers, press releases, links to labor sites 

e American Management Association (http://www.amanet.org)—AMA membership, programs, training, and so on 

e U.S. Department of Commerce's FedWorld (http://www.fedworld.gov)—a gateway to many government websites 

e HR Professional's Gateway to the Internet (http://www.hrprosgateway.com)—links to HR-related web pages 

e Occupational Safety and Health Resources (http://www.osh.net)—OSHA-related sites, government pages, resources, 
and so on 

e Society for Human Resource Management (http://www.shrm.org)—current events, information, connections, and 
articles 

e Telecommuting, Telework, and Alternative Officing (http://www.gilgordon.com)—telecommuting and flexible hours 

e Training, Learning, and Development Resource Center (http://www.thetrainingworld.com)—job mart, training links, 
and electronic mailing list links 

e U.S. Department of Labor (http://www.dol.gov)—job bank, labor statistics, press releases, grants, and contract 
information 


The Internet and social media are also having an impact. Social media network- 
ing has become the new way to find employees and check them out to see if they 
are acceptable candidates. Companies are hiring firms such as Social Intelligence, 
which combs through Facebook, LinkedIn, Twitter, Flickr, YouTube and “thousands 
of other sources” to create reports about the “real you”—not the “you” you have pre- 
sented in your resume.!° (Care to change your Facebook page, anyone?) HR managers 
are also grappling with whether or not to develop blogging and social media policies, 
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and whether or not to establish rules about the amount of time employees can spend 
online or install software that cuts them off after a certain amount of time. 


From Touch Labor to Knowledge Workers 
Advanced technology tends to reduce the number of jobs that require little skill and 
to increase the number of jobs that require considerable skill. In general, this trans- 
formation has been referred to as a shift from “touch labor” to knowledge workers, in knowledge workers 
which employee responsibilities expand to include a richer array of activities such as Workers whose responsi- 
planning, decision-making, and problem-solving.” bilities extend Devon ine 
: ‘te 8 Tare : physical execution of work to 
Technology, transportation, communications, and utilities industries tend to spend include planning, decision- 
the most on training. Knowledge-based training has become so important that Man- making, and problem-solving 
power Inc., the largest employment agency in the United States, offers free informa- 
tion technology training through its Manpower Training and Development Center 
(http://www.manpowertdc.com), an online university for its employees in its 4,000 
offices worldwide. The Manpower site features thousands of hours of online instruc- 
tion in technology applications, along with professional development, business skills, 
and telecommunications courses. In fact, Manpower is so focused on developing tech- 
nical skills in potential employees that it has set up the system so that some training 
and career planning information is available to those who simply send the company a 
resume. “Just-in-time” learning delivered via the Internet to employees’ desktops when 
and where they need training has become commonplace.“ Virtual” learning is taking 
place as well. IBM, Cisco, Kelly Services, and Manpower are among the companies 
that have built training facilities, offices, and meeting rooms inside the online reality 
game Second Life. The spaces these companies build online enable them to do certain 
things more easily and cheaply than they can in the real world—for example, bringing 
people from several continents into one room for training.'® 


Influence of Technology on HRM 
Perhaps the most central use of technology in HRM is an organization's 
human resources information system (HRIS). Because HR affects the entire human resources 
workforce—everyone who works for the company must be hired, trained, paid, and information system 
promoted, usually through HR—the impact of HRIS has been dramatic. It has be- (HRIS) 
come a potent weapon for lowering administrative costs, increasing productivity, speed- A e Slee that 
ing up response times, improving decision-making, and tracking a company’s talent. Oia On oe of 
The most obvious impact has been operational—that is, automating routine activi- control and decision-making 
ties, alleviating administrative burdens, reducing costs, and improving productivity 
internal to the HR function itself. The most frequent uses include automating pay- 
roll processing, maintaining employee records, and administering benefits programs. 
“Self-service”— setting up systems, usually on an intranet, allows managers to access 
employee records themselves for administrative purposes and allows employees to ac- 
cess and change their own benefits and other personal information. 
The second way in which information technology is affecting human resources 
management is relational in nature—connecting people with each other and with 
HR data they need. For example, companies are using software to recruit, screen, 
and pretest applicants online before hiring them as well as to train, track, and pro- 
mote employees once they have been hired. The drugmaker Merck’s HRIS captures 
information from job recruiting sites, scans applicants resumes, and makes the infor- 
mation immediately accessible to managers so they can search systematically for the 
people whose skills they want. Managers can search online for internal and external 
talent by running searches of candidates who have been categorized by skill set.!? 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


14 Oú PART 1 Human Resources Management in Perspective 


The third effect of human resources information systems is transformational in na- 
ture—changing the way HR processes are designed and executed. Corning, Inc. uses 
HR software, among other things, to set the developmental goals of its employees 
once they have been hired and to gauge how well they are meeting them. Employees 
can look online to see their own goals and mark their progress as well as see everyone 
else's goals in the command chain, from the CEO down to their immediate supervi- 
sors. This “cascading” of goals has helped Corning’s employees align their personal 
goals with the organization's overall objectives in order to reach higher levels. “Like 
any large company, we tended to get ‘silo-ed’ and fragmented the more we grew,’ said 
one vice president at a company using a system similar to Corning’s. “We needed a 
better way to pull our global team together and get people focused on what the pri- 
orities are for our business??? 

So what sort of system should HR professionals choose among the many options 
available to them? Prepackaged, or “canned,” HR web-based solutions are as com- 
monly used as custom-designed systems. Generally, companies also have the choice 
of hosting the applications on their own servers or having software vendors such as 
IBM or PeopleSoft do it for them. Experts say the first step in choosing a HRIS is 
for HR personnel to evaluate the biggest “headaches” they experience, or most time- 
consuming tasks, and then choose the applications that can have the strongest impact 
on the firm's financial measures—that is, the ones that get the “biggest bang for the 
buck.” These applications are more likely to get “buy-in” from the firm's top managers. 
HR managers should then calculate the costs based on average salaries, or HR hours, 
that could be saved by using a human resources information system, along with the 
hours of increased productivity that would occur as a result. Highlights in HRM 2 
shows the other factors that need to be evaluated. 

When an effective HRIS is implemented, perhaps the biggest advantage gained is that 
HR personnel can concentrate more effectively on the firms strategic direction instead 
of on routine tasks. This can include forecasting personnel needs (especially for firms 
planning to expand, contract, or merge), planning for career and employee promotions, 
and evaluating the impact of the firm's policies—both those related to HR functions 
and other functions—to help improve the firm's earnings and strategic direction.“ We 
wanted our HR teams to focus on people issues instead of data problems,” explains 
Sandra Hoffman, CIO-in-residence at the Advanced Technology Development Center, 
which is part of the Enterprise Innovation Institute at Georgia Tech. 

Although the initial drive to adopt human resources information systems was re- 
lated to cutting HR costs, HR managers have since discovered that the systems have 
allowed them to share information with departmental managers, who, by having ac- 
cess to it, have been able to come up with better production practices and cost control 
solutions. As a result, HR managers are now requiring their application providers 
to provide them with software to meet certain goals, including lowering a company’s 
total spending on employee health care and improving its customer service. 

However, companies simply cannot turn over their strategic talent issues to a hu- 
man resources information system. Researchers Douglas Ready and Jay Conger found 
that despite such systems—electronic or otherwise—most of the firms they exam- 
ined lacked high-potential employees to fill strategic management roles. Although 
companies had talent management processes in place, they were no longer in sync 
with the company’s strategic direction. In addition, managers often get sidetracked by 
priorities other than identifying talent.” 
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HIGHLIGHTS IN HRM 


Factors to Consider When Evaluating a 
Human Resources Information System 


The following factors are key considerations HR managers need to consider when their firms are evaluating a human 
resources information system (HRIS). 


e Fit of the application to the firm’s employee base. If many of the firm’s employees work on a factory floor, is the 
system appropriate, or does HR need to install kiosks in employee areas? How will the information be secured? Will 
employees need to be assigned passwords? Can they access the information from off-site, for example, from their 
homes? 

e Ability to upgrade or customize the software. What sorts of costs will be involved to upgrade the software in the 
coming years? 

e Compatibility with current systems. Does the HRIS link into existing, or planned, information systems easily and 
inexpensively? 

e User friendliness. Does the software provide additional features such as links to learning resources or help for man- 
agers who might need it? 

e Availability of technical support. Should the HRIS system be supported internally, or should the vendor host it? What 
are the vendor's technical support capabilities? 

e Time required to implement and train staff members to use the HRIS, including HR and payroll personnel, managers, 
and employees. Who is responsible for training employees, and how will it be done? 

e Initial costs and annual maintenance costs. Is a “suite” of applications needed or just a few key applications? Ex- 
perts advise HR managers to price each application separately and then ask vendors for a “bundled” price.?! 


Procter & Gamble (P&G) is an exception, noted Ready and Conger. P&G's HRIS 
system makes good internal candidates visible to managers instead of the managers 
having to scour the company to find them. The system contains information about 
its 135,000 employee worldwide for promotion purposes at the country, business 
category, and regional levels. It contains employees’ career histories and capabili- 
ties, as well as education and community affiliations, their development needs, and 
tracks the diversity of candidates. Perhaps most importantly, managers are evaluated 
and compensated on their ability to find and groom talented employees. Procter & 
Gamble’s results are consistent with Ready and Conger’s findings that firms do a bet- 
ter job of fostering talent when there is commitment, involvement, and accountability 
by a company’s supervisors to do so rather than when the task is “owned” by the HR 
department,” If you were an HR 
manager, do you think 


me : _ it would be possible t 
Challenge 5: Containing Costs While Retaining Top Hn sae eek arene 


Talent and Maximizing Productivity your firm's employees 


For years, most human resources managers have been under pressure to cut labor in the face of shrinking 
costs, When the Great Recession hit, stretching a company’s labor dollars while gain- budgets and benefits? 
ing productivity from workers became an even bigger priority. Organizations take How might you do so? 
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many approaches to lowering labor-related costs, including carefully managing em- 
ployees’ benefits, downsizing, outsourcing, offshoring, furloughing employees, and 
engaging in employee leasing in an attempt to enhance productivity. 

Few jobs come with lifetime guarantees and benefits that will never change. None- 
theless, employees want to work for employers that can provide them with a certain 
amount of economic security. Layoffs and cuts in employee benefits have heightened 
these concerns. Some companies, such as Google, are able hire talented employees by 
offering them a great deal of job security and fantastic benefits. However, most com- 
panies, especially small ones or ones that are struggling, find it hard to compete with 
bigger firms like Google with deluxe benefit packages. What can they do? This is 
where an HR manager's expertise and creativity comes in. Read on to see how firms 


are handling this challenge. 


Managing Benefits 

Labor costs are one of the largest expenditures of any organization, particularly in 
service- and knowledge-intensive companies. As a result, most firms closely monitor 
employee pay and benefit programs. One casualty of cost cuts has been employee 
pensions. In 1980, a little under 40 percent of private-sector workers had pension 
plans, guaranteeing them a certain amount of money in retirement. Today, only 
15 percent do.” In difficult economic times, some companies temporarily suspend 
contributing to employees’ 401(k) plans and lower or cut their bonus plans. 

The biggest HR concern presently has, when it comes to benefits, is skyrocketing 
health care costs and complying with the nation’s new health care reform laws. In 
many industries health care costs are now approaching 30 percent of total compensa- 
tion.” One trend is for firms to shift employees to high-deductible plans. Employ- 
ees pay lower premiums, but they have to pay a certain amount of money, even for 
basic care, before their insurance will begin picking up the tab. Another approach is 
to offer employees incentives to get healthy—for example, by quitting smoking, los- 
ing weight, or exercising. According to research by the University of Pennsylvania's 
Center for Health Centers, at least one-third of companies offer or plan to offer their 
employees incentives for activities such as these. Some companies offer money, prizes, 
vacation trips, lower health premiums, or refund the cost of weight loss programs. 
OhioHealth, a hospital chain whose employees are mostly overweight, went so far as 
to outfit them with pedometers and pay them up to $500 a year depending upon how 
far they walk.” Rather than cutting its health care benefits, Cerner Corp., a medium- 
sized Kansas-City based technology company, looked at statistics and other data to 
find out which diseases its workers were most likely to suffer from and adjusted its 
employee health-and-wellness programs accordingly. The company has been able to 
lower its health care costs as a result. Cerner employees benefit too. Those who get 
screened for health issues get points that lower their insurance premiums. 


Downsizing 

As you probably know, downsizing was used extensively by firms during the Great 
Recession, causing the U.S. unemployment rate to jump up to about 10 percent. (In 
some states it was higher: 15 percent in Nevada and over 12 in percent California and 
Michigan. By contrast, in North Dakota, it was a little over 4 percent.)*® Downsiz- 
ing does not just take a toll on those who lose their jobs. Employees who are “lucky” 
enough to keep their jobs often feel guilty they have been retained, mourn the loss 
of their coworkers, and worry that they will be the next to go. These people, who are 
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generally the firm's best performers, also usually end up picking up the work their for- 
mer coworkers used to do for the same salary. When the economy improves or they 
see a chance, they tend to head for the door. 

How do firms continue to encourage employees to work hard for the company in 
the face of such insecurity? More than one executive has concluded that you do not 
get dedicated and productive employees if, at the first sign of trouble, you show them 
that you think they are expendable. To approach downsizing more intelligently, com- 
panies such as Continental Airlines and Dial Corporation have made special efforts 
to reassign and retrain employees for new positions when their jobs are eliminated. 
When L. L. Bean realized the company needed to eliminate some jobs, instead of 
simply laying off people, it offered early retirement and “sweetened” voluntary separa- 
tion programs as well as sabbaticals to employees for continuing their education.” 

Downsizing is no longer just a short-term fix when times are tough, though. It has 
now become a tool continually used by companies to adjust to changes in technology, 
globalization, and the firm's business direction. For example, in a study that surveyed 
450 senior HR executives at companies that had downsized, only 21 percent said that 
financial difficulties had spurred the cutbacks. Thirty-four percent of the executives 
said that the downsizing was done to strengthen their companies’ future positions, 
21 percent said it was done to achieve fundamental staff realignment, and 17 percent 
said it was due to a merger or acquisition. 

Whatever the reason, while some firms improve efficiency (and lower costs) with 
layoffs, many others do not. Some hidden costs of downsizing include the following: 


= Severance and rehiring costs 

= Accrued vacation and sick day payouts 

a Pension and benefit payouts 

m Potential lawsuits from aggrieved workers 

« The loss of institutional memory and trust in management 
a A lack of staffers when the economy rebounds 


= Survivors who are risk averse, paranoid, and focused on corporate politics 


Concerns such as these have led some firms to establish a policy of “no layoffs.” 
Nucor Steel is one company with a no-layoff policy. Companies like Nucor say they 
get some important benefits from such policies: 


= A fiercely loyal, more productive workforce 
= Higher customer satisfaction 


= Readiness to snap back with the economy 


A recruiting edge 
a Workers who, knowing their jobs are safe, are not afraid to innovate.” 


The results of working hard to retain an organization's talent are measurable as 
well. A Watson Wyatt study showed that companies with excellent recruiting and 
retention policies provide a 1.4 percent higher return to shareholders compared to 
those that do not. 
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Furloughing 
furloughing An alternative to downsizing is furloughing, When a company furloughs employees, 
A situation in which an or- it asks them to take time off for either no pay or reduced pay. Some companies are 
ganization asks or requires utilizing creative furlough strategies to avoid downsizing and losing talent to com- 
employees to take time off ; ; à i ; A 
for either no pay or reduced petitors. Instead of laying off people, the consulting firm Accenture instituted a vol- 
pay untary sabbatical program known as “Flexleave.” Employees got 20 percent of their 


salaries and continued benefits for 6-12 months, and their stock options remained in 
place. The workers could take other jobs during their sabbaticals, as long as they did 
not work for a competitor. Cisco Systems offered 8,500 employees an unusual deal as 
well. Instead of a severance package, they received a third of their salaries, all benefits, 
and stock-option awards while working for one year at a not-for-profit group already 
associated with the company. Likewise, when Texas Instruments (TI) had to lay off 
some of its employees, it did not just send them out the door. It found them jobs with 
its suppliers with the agreement that the employees would return to TI when busi- 
ness picked up.?! 

Although furloughs might sound preferable to downsizing, they have their draw- 
backs, too, say some human resources experts. Costs are not cut as significantly as 
they would be with downsizing because employees generally retain their benefits 
while they are furloughed, Employees who are not furloughed often end up with more 
work and feel resentful, and product and service quality as well as innovation suffer as 
a result of the higher workloads. And, as with downsizing, furloughing employees can 
hurt a company’s recruiting efforts when the public discovers it has resorted to such 
a measure,” 

More diligent workforce planning is a better solution, says John Sullivan, an HR 
expert and consultant. Business revenues seldom fall off overnight. Sullivan says the 
best managers look for warning signs and develop a process that pinpoints skills the 
company no longer needs, low-impact jobs, and poor performers in advance of a cri- 
sis. Instead, part-time or contract employees can be hired and their hours of service 
adjusted as needed,*? 


Outsourcing 
Over the past twenty-five years, the employment relationship between companies and 
employees has shifted from relationship based to transaction based. Fewer people are 
working for one employer over the course of their lifetimes, and as we have explained, 
the Internet has created a workforce that is constantly scanning for new opportuni- 
ties. In addition, more people are choosing to work on a freelance, or contract, basis 
or to work part-time, especially women and senior citizens. Outsourcing is evidence 
of this trend.** Companies hire accounting firms to take care of their financial ser- 
vices, They hire advertising firms to handle promotions, software firms to develop 
data-processing systems, and law firms to handle their legal issues. Maintenance, se- 
curity, catering, payroll (and in small companies, sometimes entire HR departments) 
are outsourced to increase the organization's flexibility and lower its overhead costs. 
The interest in outsourcing has been spurred on by executives who want to focus 
their organization's activities on what they do best. In fact, some management experts 
predict companies will one day strip away every function not regarded as crucial, Even 
now, many firms are outsourcing what would seem to be their core functions, Drug 
companies such as GlaxoSmithKline are outsourcing their research and development 
functions to smaller firms that can more cheaply and nimbly create new products 
for them. Procter & Gamble outsources a major portion of its product development. 
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Outsourcing has been one of the most promi- 
nent HR trends of the last ten years and will 
continue to be.?? 


Offshoring 

Offshoring, also referred to as “global sourc- 
ing,” involves shifting work to locations abroad. 
Cost reductions are among the key motivators 
for offshoring. Dramatically reduced labor 
costs can be achieved by reallocating work to 
countries such as India, where highly educated 
workers can perform the same jobs as U.S. 
workers at half the price. Other labor mar- 
kets include the Philippines, Russia, China, 
Mexico, Brazil, Hungary, and Bosnia, where 
workers are paid only a small fraction of what 
American workers make. 

In some cases, offshoring is done to allocate 
work across the various countries in which a 
company does business. In other cases, man- 
agers are finding that if they save money by offshoring, they can rescue failing busi- 
nesses, make better use of their skilled U.S. labor, and deliver products more cheaply 
and quickly because they have people across the globe working 24-7 on them.*© 

But as with downsizing, hidden costs can sometimes chew up much of the financial 
gains from offshoring, including the costs associated with finding foreign vendors, 
productivity lost during the transition, domestic layoff costs, language difficulties, 
international regulatory challenges, and political and economic instability that can 
threaten operations and even employees. (French workers, for example, have, on oc- 
casion, been known to take a CEO or two captive to get what they want in terms of 
their labor demands.) Drawbacks such as these have led some companies to bring 
jobs back to their domestic markets. Delta Air Lines is among the firms that returned 
their call-center operations to the United States after customers complained about 
the service they received from personnel in foreign companies. 

Another new trend is “nearshoring.” Nearshoring is the process of moving jobs 
closer to one’s home country. For example, rising labor costs in China are now making 
it attractive for U.S. firms to offshore work to Mexico and Central America. Shipping 
the finished goods made there is also cheaper, and the products get to sellers (and 
ultimately the buyers who want them) more quickly, which can provide a firm with 
a competitive advantage. Yet another new way companies are both economizing and 
bringing jobs back to their domestic markets is by “homeshoring.’ Call-center jobs are 
a notable example. When a company homeshores call-center jobs, it outsources the 
work to domestic independent contractors who work out of their homes. 

Offshoring, nearshoring, and homeshoring are going to continue to be key employ- 
ment strategies as global economies continue to shift. The key is for top managers, 
finance departments, and the offshoring consulting firms they hire to begin working 
in conjunction with their companies’ HR departments prior to these activities oc- 
curring. “Companies can minimize hidden costs and maximize their returns by en- 
abling HR to have a seat at the table early so they can carefully address issues such 
as the types of jobs that should and should not be outsourced, skill and language 


© Andrew Holbrooke/Corbis 


Offshoring work to 
countries that offer 
a highly educated 
yet lower paid work 
force has become a 
common cost-cutting 
strategy for American 
firms. 


offshoring 


The business practice 
of sending jobs to other 
countries 
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requirements, labor costs by market, alternative talent pools, workforce training, re- 
training, and change management,’ says Mark Arian, a corporate restructuring execu- 
tive for the HR consulting group Hewitt. To minimize problems, HR managers have 
to work together with the firm's other functional groups to define and communicate 
transition plans, minimize the number of unknowns, and help employees identify 
their employment options.*” 


Employee Leasing 
As an alternative to downsizing, outsourcing, offshoring, and furloughing, many 


employee leasing companies, especially small ones, have decided to sign employee leasing agree- 
The process of dismissing ments with professional employer organizations (PEOs), A PEO—typically a larger 
employees who are then company—takes over the management of a smaller company’s HR tasks and be- 
hired by a leasing company l s | The PEO fi ll the HR duti f 

(which handles all HR-related comes a coemployer to its employees. The performs all the uties of an 
activities) and contracting employer—hiring, payroll, and performance appraisal. Because PEOs can coemploy 
with that company to lease a large number of people working at many different companies, they can provide em- 


back the griployaes ployees with benefits that small companies cannot afford, such as 401(k) and health 


care plans, workers’ compensation, and even adoption assistance. In addition, many 
PEOs offer their employees flextime, job sharing, part-time employment, consulting 
arrangements, seasonal work, and on-call work. The value of employee leasing lies in 
the fact that an organization can essentially maintain its working relationships with 
its employees but shift some employment costs to the PEO, in return for a fee. More 
details on employee leasing will be discussed in Chapter 5.7® 


Productivity Enhancements 

The results of pure cost-cutting efforts such as downsizing, furloughing, outsourcing, 
and employee leasing can be disappointing, however, if managers use them as simple 
solutions to complex performance problems. Overemphasizing labor costs misses the 
broader issue of improving a firm's productivity. Employee productivity is the result 
of a combination of employees’ abilities, motivation, and work environment and the 
technology they use to work. Since productivity can be defined as “the output gained 
from a fixed amount of inputs,’ organizations can increase their productivity either by 
reducing their inputs (the cost approach) or by increasing the amount that employ- 
ees produce by adding more human and/or physical capital to the process. Compa- 
nies such as Southwest Airlines, Nucor, and the manufacturing and technology firm 
Danaher achieve low costs in their industries not because they scrimp on employees 
but because they are the most productive. 

In absolute terms, the United States remains the world’s most productive nation, 
even when it comes to manufacturing. Apparel and textile manufacturing have dried 
up in the nation, but they have been replaced by industries that rely more on techno- 
logical precision and brainpower than on low-skilled labor—industries for aircraft, 
sophisticated machinery, medical devices, and so on.*? However, the growth in output 
per worker is now climbing fast in less-developed countries such as China that have 
lacked expertise and technology in the past but are making strides to close the gap. 
When the investment in faster computers and more efficient machine tools levels off, 
this limits how much assistance technology can offer employees in terms of their pro- 
ductivity. Any additional productivity will have to come from the enhanced ability of 
employees, their motivation, and their work environment, which makes the job of the 
HR manager in the coming years all the more crucial.*° 

Many companies are finding that providing work flexibility is a good way to improve 
the productivity and motivation of valuable employees, especially when giving them 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 1 The Challenge of Human Resources Management 


Small Business Application ulil 


A Small Business Built on Helping Small Businesses 


As experienced and highly respected HR professionals, Delise West and Tonya Rochette could have easily furthered their 
careers by pursuing positions in large corporations or academia. Instead, they chose to forge a new path for themselves 
by founding Human Resource Partners, a small human resources consulting firm in Concord, New Hampshire. Friends 
and family thought they were both a little crazy to enter the “risky” world of owning a small business, but since join- 
ing forces twelve years ago, they have been very successful at serving other small, entrepreneurial businesses just like 
theirs. 

West and Rochette both recognized early on that small businesses need to address HR issues just as much as larger 
businesses, yet small-business owners usually do not have the time or expertise to devote to these issues themselves 
and often do not have the financial resources to hire a full-time, knowledgeable HR manager. This pair of entrepreneurs 
saw that reality as an opportunity to provide a full spectrum of HR services to companies in need. 

“There are so many companies who don’t have the right HR infrastructure in place,” said West, whose firm works 
mostly with companies under 70 employees. “Oftentimes, an owner of a growing business will come to me and simply 
say, ‘I can’t do it anymore’ because it has become too time consuming.” Some of the companies that have turned to 
West and Rochette for help with HR functions and strategy include a major car dealership, a regional construction 
company, and a local nursery. 

Work with a new client typically begins with an evaluation of the firm’s level of HR compliance and best practices, 
such as job description documentation, payroll systems, and legal interviewing practices. From there, Human Resource 
Partners develops strategies for the client to implement in the areas of recruiting, screening, interviewing, and hiring 
new staff; evaluating and recognizing current employee performance; and improving employee relations and develop- 


ing supervisory skills. 

By giving small firms the tools, services, and training they need, West and Rochette allow their clients to focus 
on their core business. Said West, Human Resource Partners lets small firms “realize the return on their investments in 
their greatest assets: their people.” 


Sources: Michael McCord, “Outsourcing Frees Owners from Time Consuming Tasks,” SeaCoastonline.com (January 10, 2011), http://www. 
seacoastonline.com; company website: h-rpartners.com. 


larger benefit packages is not an option. For example, when gasoline prices skyrock- 
eted in 2008, most companies could not afford to automatically increase employees’ 
pay because they were facing higher transportation costs themselves for the goods and 
services they had to buy. But some companies let employees either telecommute or, or 
like the state of Utah did, let employees work ten hours per day, four days a week. 


Challenge 6: Responding to the Demographic 

and Diversity Challenges of the Workforce 

Almost half of organizations reported that the biggest investment challenge facing orga- 
nizations over the next ten years is obtaining human capital and optimizing their human 
capital investments.*! Why is this so? Changes in the demographic makeup of employ- 
ees, such as their ages, education levels, and ethnicities, is part of the reason why. 
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LEARNING OUTCOME G 


Think about some of 
the teams you have 
been a member of. 
Which of them per- 
formed better—those 
that were diverse or 
those that were not? 
What challenges and 
opportunities did the 
more diverse teams 
present? How do you 
think they translate 
to human resources 
management? 
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To forecast trends to support the strategies of their organizations, HR managers 
frequently analyze the capabilities of different demographic groups and how well each 
is represented in both fast-growing and slow-growing occupations. Women, for ex- 
ample, are fairly well represented in fast-growing occupations such as health services 
but are also represented in some slow-growth occupations such as administrative jobs 
and computer and financial records processing jobs. Blacks and Hispanics have been 
heavily concentrated in several of the slow-growth and declining occupations. The 
U.S. labor force also grew more slowly in the last decade than it did in the previous 
one, a trend that is projected to continue. 

To accommodate shifts such as these, find qualified talent, and broaden their cus- 
tomer bases, businesses know it is absolutely vital to increase their efforts to recruit 
and train a more diverse workforce. And with a more diverse workforce comes more 
diverse expectations on the part of employees for their employers to meet. 


Ethnic and Racial Diversity in the Workforce 

Figure 1.2 shows the current composition of the U.S. population and what it is ex- 
pected to be in 2050. As you can see, minorities in the United States are increas- 
ing relative to the total population. U.S. workers are becoming more diverse as well. 
Much of the growth of the minority workforce has been due to not only the arrival of 
immigrants but also high birthrates among some minority groups, such as Hispanics. 
By 2050, the percentage of Hispanics in the United States is expected to double, and 
the percentage of people of Asian descent is expected to nearly double.** 

Firms have long been criticized for hiring immigrant workers—both legal and 
illegal—because people believe they prevent U.S, citizens from getting jobs. Following 
9/11, the backlash increased, and the number of work visas issued to foreigners by the 
U.S. government fell. This is a problem because, despite high unemployment rates in the 
nation, many American employers lack the highly qualified workers they need for key 
positions. To bring in the talent it needs from abroad, Microsoft has opened a facility 
in Vancouver, B.C., across from its Redmond, Washington, headquarters. In years past, 
the United States was able to attract the best and brightest of the world’s talent, which 
fueled the country’s success. But as you will learn in Chapter 15, that is changing.” 

It is not just the most highly educated who are in demand either. Some businesses, 
including those in agricultural business, face labor shortages that would be even 
more severe without less-skilled immigrants willing to work for low pay and few or 
no benefits. The jobs these people do are often labor intensive and must be done in 
bad weather or in agricultural facilities in less-than-pleasant conditions. Throngs of 
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Source: U.S. Census Bureau. 
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people are not lining up for these jobs. Moreover, state governments and the federal 
governments are beginning, to a greater extent, to crack down on firms that hire il- 
legal immigrants, something they have been more reluctant to do in the past. Later 
in the book we will discuss in more detail what companies are doing in response to 
minority and immigration challenges and opportunities.“ 


Age Distribution of the Workforce 

A significant proportion of American workers—79 million baby boomers, who con- 
stitute 26 percent of the population—are hitting retirement age. According to the 
Pew Research Center, 10,000 U.S. workers will turn 65 each and every day over the 
course of the next 19 years.” As a result of the retirements, the Bureau of Labor Sta- 
tistics projects a shortfall of 10 million workers in the United States by 2012. 

Not all baby boomers are retiring, though. Due to advances in medicine, people 
are staying healthier as they age and remaining in the labor force longer. A variety of 
factors—including an increase in the official retirement age in the United States from 
65 to 67 are also keeping baby boomers working. So are economic factors: Many 
baby boomers’ 401(k) retirement accounts have not grown as well as expected. Other 
boomers have not saved enough, or they have borrowed heavily to buy homes they 
hoped would increase in value but have not. Consequently, the number of people in 
the labor force aged 65 and older is expected to grow about ten times faster than the 
total labor force. Figure 1.3 shows the projected changes in the number of workers in 
the labor force by their age groups between now and 2018. 


FIGURE Projected Change in Workers in the Labor Force by 2018 
1 3 According to Their Ages (in thousands) 
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Ages 65 and older 


Source: U.S. Bureau of Labor Statistics. 
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Hiring older workers can be a win-win situation for both older employers and 
the firms that hire them, Many firms find that older workers are generally mature, 
dependable, and remain on the job longer than younger workers who operate more 
like free agents. Older workers are also often willing to work flexible hours. Web- 
sites that try to connect older Americans with employers include retirementjobs.com, 
seniors4hire.org, seniorjobbank.com, and yourencore.com. Home Depot, AT&T, 
and Pitney Bowes are among the companies that have participated in a program 
sponsored by the American Association of Retired Persons (AARP) in an effort to 
attract older workers. 

The millennial generation, of which you may be a member, is also having an effect 
on the labor market in the United States. Also known as Generation Y, millennials are 
generally regarded as having good technological know-how and initiative, especially 
when it comes to starting their own businesses. (Facebook founder Mark Zuckerberg 
is anotable example.) They are particularly interested in meaningful work that will im- 
prove the world around them. As we indicated earlier in the chapter, the group is also 
80 million people strong, making it the largest generation ever. Similar to the trends 
with baby boomers, those who constitute this new population bulge are experiencing 
greater competition for advancement from others of approximately the same age. 

The other major generation in the workforce is Generation X, people born between 
1964 and 1979. Many members of Generation X watched their baby-boomer par- 
ents get downsized at some point in their lives. Consequently, now that they are rais- 
ing children themselves, Generation X-ers value job security. However, they are less 
likely to think of themselves as being wed to one employer as their parents were. The 
members of Generation X are also independent. They like challenging work rather 
than repetitive work, and dislike supervisors who look over their shoulders. 

Managers can find themselves challenged in terms of getting the three generations 
to work well together. Baby boomers sometimes categorize younger workers as hav- 
ing a poorer work ethic. Some younger workers have the perception that older work- 
ers are set in their ways and are technologically challenged. The situation can also 
create supervisory issues. How will a fifty-five-year-old react to being managed by 
someone in their twenties or thirties? To help companies overcome these obstacles, 
HR departments and experts are developing programs to help the generations under- 
stand one another better so they can capitalize on one another's strengths rather than 
preying upon one another's weaknesses. 

Keep in mind that the three generations of workers we have described here are 
generalizations. Individual employees are vastly different from one another and moti- 
vated by different factors, even if they belong to the same generation. It is up to man- 
agers to figure out what drives each person so as to best utilize his or her talents and 
to meet the person's employment demands and career aspirations. 


Gender Distribution of the Workforce 

Women now constitute a little under half of the U.S. workforce. About 60 percent of 
women age 16 and older are in the labor force, and approximately 71 percent of moth- 
ers with school-age children are employed in some capacity. As Figure 1.4 shows, al- 
though the number of women joining the U.S. labor force has leveled off, the Bureau 
of Labor Statistics projects that the number of women will continue to increase relative 
to the number of men in the workforce.*© The educational attainment of women is also 
increasing relative to men. Today, three out of every five college graduates are women. 
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FIGURE 
1 4 Labor Force Participation Rates by Gender 
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Source: U.S. Bureau of Labor Statistics. 


Women's wages have increased too. In 1979, on average, women made 62 percent of 
what men made. Although the gap has not closed, it has narrowed. Women who are 
employed full time today make about 80 percent of what men employed full time 
make,*’ Unfortunately, the closing of the wage gap between the sexes has slowed since 
the 1990s, as has the march of women into top executive positions, despite some stud- 
ies that show female CEOs frequently outperform their male counterparts.*® 

Employers wanting to attract the talent that women have to offer are taking mea- 
sures to ensure they are treated equally in the workplace in terms of their advancement 
opportunities and compensation. In addition, more companies are accommodating 
working parents by offering them parental leave, part-time employment, flexible work 
schedules, job sharing, telecommuting, child and elder care assistance, and adoption 
assistance, 

As we have suggested, harnessing a company’s talent means being aware of charac- 
teristics common to employees while also managing these employees as individuals. It 
means not just tolerating or accommodating all sorts of differences but supporting, 
nurturing, and utilizing these differences to the organization's advantage—in other 
words, strategically leveraging them rather than simply managing them so that people 
are treated equitably and “everyone gets along.’”*? HR managers have to ask them- 
selves the following questions: What is it about the experiences, mindsets, and talents 
of different groups of people that can be utilized in a strategic way? After all, despite 
our similarities, all of us are different in one way or another, aside from the obvious 
differences we have outlined in this section. These differences, too, can be the source 
of organizational strength. Later in the book, we will discuss more about the steps 
firms can take to leverage employee differences. 
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Challenge 7: Adapting to Educational and Cultural 


Education of the Shifts Affecting the Workforce 

Workforce Over the years, the educational attainment of the U.S. labor force has risen dramati- 
Some people say the cally.°° Figure 1.5 shows that it clearly pays to get a college education. An education 
United States is los- also helps a person stay out of the ranks of the unemployed. For example, in 2010, the 
ing its edge when it unemployment rate of people ages twenty to twenty-four hit 17 percent. But those 
comes to the education in the same age range with college degrees fared better. The unemployment rate for 
of its workforce. Other them was a little over 9 percent.?! 

people say the problem Despite the fact the educational attainment of the labor force has risen in gen- 
is exaggerated because eral, American students’ math and science test scores lag behind those of students in 
the American culture China, Japan, Singapore, Finland, and several other nations. The U.S. Department of 
encourages innovation Education has found that less than half of all high school seniors can handle mathe- 
and risk taking. Which matics problems involving fractions, decimals, percentages, elementary geometry, and 
group do you fall into? simple algebra. And between 45 and 50 percent of adults in the United States have 
How might changing only the limited reading and writing abilities needed to handle the minimal demands 
societal norms affect of daily living or job performance. 

innovation and risk tak- Businesses now spend billions of dollars on basic skills training for their employ- 


ing in an HRM context? ees, As David Kearns, the renowned former CEO of Xerox Corporation and ardent 


FIGURE 
1 5 Annual Earnings of Full-Time U.S. Workers by Education 
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education advocate, said,“ The American workforce is in grave jeopardy. We Using the INTERNET 
are running out of qualified people. If current demographic and economic 
trends continue, American business will have to hire a million new work- 
ers a year who cant read, write, or count.” As the baby boomers retire, the 
problem will likely worsen. HR departments may have to offer higher com- 
pensation packages to attract qualified candidates, and recruiting and selec- 
tion systems will have to function much more competitively. 


Cultural and Societal Changes Affecting the Workforce 

The attitudes, beliefs, values, and customs of people in a society are an integral part 
of their culture. Naturally, their culture and society affect their behavior on the job 
and the environment within the organization, influencing their reactions to work as- 
signments, leadership styles, and reward systems. Cultural and societal changes are 
ongoing. HR policies and procedures therefore must be adjusted to cope with these 
changes. 


Employee Rights 

Laws affecting employee rights are continually changing, In this book we will discuss 
the major laws affecting companies today. Among them are laws granting employ- 
ees the right to equal employment opportunities (Chapter 3); union representation 
if they desire it (Chapter 14); a safe and healthful work environment (Chapter 12); 
unemployment and health care benefits as required by law, and the regulation of pen- 
sion plans by the government (Chapter 11); equal pay for equal work (Chapter 9); 
and so on, An expanded discussion of the specific areas in which rights and responsi- 
bilities are of concern to employers and employees will be presented in Chapter 13. 


Privacy Concerns of Employees 

HR managers and their staff members, as well as line managers in positions of re- 
sponsibility, generally recognize the importance of discretion in handling all types of 
information about employees. Since the passage of the federal Privacy Act of 1974, 
increased attention to privacy has been evident, heightened by the increase in identity 
theft in recent years, While the act applies almost exclusively to records maintained 
by federal agencies, it has drawn attention to the importance of privacy and has led to 
the passage of additional privacy legislation, including the Health Insurance Portabil- 
ity and Accountability Act of 1996 (HIPAA) and the associated privacy rule issued 
by the U.S. Department of Health and Human Services, which protects the use and 
disclosure of personal medical information. 

In addition to implementing privacy policies, most companies try to limit the use of 
Social Security numbers on time sheets, log-in sheets, and other employment forms. 
Companies also restrict access to employee files, conduct background checks on em- 
ployees who have access to others files, and contract with outside firms specializing in 
identity theft to prevent the abuse of employee information. Globalization has added 
another twist to privacy compliance. For example, EU countries prohibit the transfer 
of personal data to countries with inadequate data protection laws.”? 

Although the Electronic Communications Privacy Act of 1986 protects people's 
electronic communications such as their e-mail, the rules are different when it comes 
to the privacy that employees can expect with regard to their electronic communica- 
tions at work. Workers are learning the hard way that their employers have a right 
to monitor their e-mail and Internet use, for example. The information employees 
post on the web—either on social networking sites or on job-hunting sites such as 
Monster—has also become subject to scrutiny by employers. 
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Because there is always a potential for litigation, firms have to tread lightly when it 
comes to employee privacy, though. Companies that have disciplined or fired employ- 
ees for making disparaging remarks about their organizations on Internet sites such 
as Facebook have found themselves sued by the employees and labor organizations 
claiming that doing so violates the right of workers to communicate and congregate 
freely. Similarly, the U.S. Equal Opportunity Employment Commission has indicated 
it is willing to sue organizations if the background checks they conduct on candidates 
(to uncover their criminal backgrounds, credit histories, and so forth) have a discrim- 
inatory effect on minority groups.” 

Camera surveillance in the workplace is also an issue, as is the use of Global Posi- 
tioning Systems (GPS). The nonprofit organization Workplace Fairness reports that 
employers are using GPS in company cars to track where workers are, how fast they 
are driving, and the length of their breaks by monitoring how long their vehicles have 
not moved. Tracking chips in cell phones have also been used to trace the movements 
of employees.” 

Is it legal to do these things? Legislators have not addressed all of these situations, 
but some of them are being decided in courts. However, most employers do not want 
to find themselves there. In Chapter 13, we will discuss employer-implemented privacy 
programs and guidelines along with the privacy employees can expect while on the job. 


Changing Attitudes toward Work 

Employees today are less likely to define their personal success only in terms of finan- 
cial gains. Many employees, especially younger ones, believe satisfaction in life is more 
likely to result from balancing their work challenges and rewards with those in their 
personal lives. Though most people still enjoy work and want to excel at it, they tend 
to be focused on finding interesting work and are more inclined to pursue multiple 
careers, In fact, in a survey of more than 3,000 workers, 86 percent said work fulfill- 
ment and work-life balance were their top priorities. Only 35 percent said being suc- 
cessful at work and moving up the ladder were their top priorities. People also appear 
to be seeking ways of living that are less complicated but more meaningful. These 
new lifestyles cannot help having an impact on the way employees must be motivated 
and managed. Consequently, HRM has become more complex than it was when em- 
ployees were concerned primarily with economic survival. 


Balancing Work and Family 
Even though new Census Bureau figures show couples postponing marriage and par- 
enthood, balancing work and family continues to be a major concern for firms and their 
employees. Employees are already working more hours than they have at any time since 
1973, and increasingly employees are tethered to their companies around the clock via 
communication technologies. Complicating the task is the fact that today’s families are 
also more diverse. They can consist of two-wage-earner families, single-parent fami- 
lies, families headed by same-sex couples, and families in which multiple generations of 
adults are living under one roof. Competitive organizations are finding it advantageous 
to provide employees with more family-friendly options. Those options include tele- 
commuting, flexible work hours, day care, elder care, part-time work, job sharing, pa- 
rental leave, adoption assistance, spousal involvement in career planning, and assistance 
with family problems. About 57 percent of Fortune 500 companies, for example, provide 
same-sex partner health insurance benefits, as do some states for their employees.” 
Companies with programs such as these calculate that accommodating their em- 
ployees’ individual needs and circumstances is a powerful way to attract and retain 
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top-caliber people. Aetna Life and Casualty, for example, cut its turnover by 50 per- 
cent after it began offering six-month parental leaves, coupled with an option for 
part-time work when employees return to the job. Bank of America encourages all 
its employees to visit their children’s schools or volunteer at any school—on com- 
pany time.” Family-friendly companies have to balance the benefits they provide to 
families versus their single employees, though. The majority of employees have no 
children under 18. A Conference Board survey of companies with family-friendly 
programs found that companies acknowledge that childless employees sometimes 
harbor resentment against employees with children who are able to take advantage of 
these programs when they cannot.” 

HRM 3 outlines some of the issues resources managers face as a result of demo- 
graphic changes and changes in employees’ expectations due to societal shifts. 


HIGHLIGHTS IN HRM 


Demographic and Cultural Issues 
Changing HRM 


Changing Demographics: The coming decades will bring a more diverse and aging workforce to developed countries such 
as the United States. This has major implications for all aspects of HRM because it alters traditional experience and 
expectations regarding the labor pool. Among the issues in this area are: 


e Globalization e Strategies designed to leverage people’s differences 
e Shrinking pool of skilled entry-level workers e Social Security and retirement issues 
e Rising health care costs for employees e Continual skills development and retraining 


e Outsourcing, offshoring, furloughing, and the use of 
temporary, contract, and part-time employees 


Employer/Employee Rights: This area reflects the shift toward organizations and individuals attempting to define rights, 
obligations, and responsibilities. Among the issues here are: 


e Relationship employment versus transactional-based ¢ Whistle-blowing 
employment e Legal compliance 

e Concern for the privacy of employees e Mandated benefits 

e Employer-employee ethics 

e Equal pay for equal work 


Attitudes toward Work and Family: Employees are working more hours per week than they have since 1973, which has 
created demand for family-friendly options in the workplace. The Family Leave Act, which allows workers to take up to 
12 unpaid weeks off to deal with family matters, is also affecting people’s attitudes toward work and family. Among 
the issues are: 


e Day care and elder care e Alternative work schedules 
e Job sharing e Telecommuting 

e Job rotation e Adoption assistance 

e Parental leave e Same-sex benefits 

e Flextime 
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The Partnership of Line Managers 
and HR Departments 


We have taken a good deal of time up front in this book to outline today’s competi- 
tive and social challenges to reinforce the idea that managing people is not something 
that occurs in a back room called the HR department. As we explained at the outset 
of the chapter, managing people is every manager's business. Successful organizations 


line managers combine the experience of line managers with the expertise of HR managers to de- 
Non-HR managers who are. velop and utilize the talents of employees to their greatest potential. Line managers 
responsible for overseeing are non-HR managers who are responsible for overseeing the work of other employ- 


the work of other employees i ; . Z F 
pay ees. CEOs and line managers work with different HR managers at different times, 


depending upon the type of personnel situation being dealt with. 

Just as there are different types of line managers who specialize in different 
functions— operations, accounting, marketing, and so forth—there are different types 
of human resources managers who specialize in different HR functions. Some of these 
workers specialize in employee training and development, recruitment, or compensa- 
tion. Other HR employees specialize in studying the effects of industry and occupa- 
tional trends, or concentrate on labor relations and prepare information for managers 
to use during negotiations with labor unions. By contrast, a human resources general- 
ist can be responsible handle all aspects of human resources work depending on his 
or her employer's needs.” Figure 1.6 shows salary information for some of the HR 
positions we have discussed. 

The Bureau of Labor Statistics forecasts that the number of positions needed in the 
HR field will grow much faster than average between now and 2018. Nonetheless, 
we understand that most readers of this book will be line managers and supervisors, 
rather than HR specialists. The text is, therefore, oriented to helping people manage 
people more effectively, whether they become first-line supervisors or chief executive 
officers. Students now preparing for careers in organizations will find that the study 
of HRM provides a background that will be valuable in managerial and supervisory 
positions. Becoming familiar with the role HR managers play should help facilitate 
closer cooperation between the different departments of firms and enable line and 
executive-level managers to fully utilize the assistance and services offered by their 


HR groups. 


FIGURE 
1 G Positions in HR and Their Median Annual Wages 


Position Annual Wage 


Training and development managers $87,700 
Benefits managers $86,500 


Human resources managers (all other) $96,130 


Compensation, benefits, and job analysis specialists $53,860 
Employment recruitment, and placement specialists $45,470 
Training and development specialists $51,450 


Source: U.S. Bureau of Labor Statistics. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 1 The Challenge of Human Resources Management sae 


Responsibilities of Human Resources Managers 
The major activities for which a HR manager is typically responsible are as follows: Explain the dual role 


HR managers play in 
terms of serving both 
management and staff. 
Have you ever found 
yourself in a similar 
situation at work or 
school? Were you able 
to keep both groups 
happy? How were the 
challenges you faced 
similar to those faced 
by HR managers? 


1. Strategic advice and counsel. The HR manager often serves as an in-house consul- 
tant to supervisors, managers, and executives. Given their knowledge of internal 
employment information and productivity metrics as well as their awareness of 
external trends such as economic and unemployment data and new legal and regu- 
latory issues, HR managers can be an invaluable resource for making decisions. 
In some companies, generally larger ones, chief compliance or ethics officers help 
employees wade through gray areas when it comes to right and wrong and ensure 
personnel comply with the laws and regulations that affect their industries. The 
firm's top HR manager is in a good position for this job. HR managers are also 
being relied on more heavily to advise compensation committees, which are more 
closely scrutinizing executives’ pay than they have in years past. 


2. Service. HR managers perform a host of service activities such as recruiting, select- 
ing, testing, and planning and conducting training programs. Technical expertise 
in these areas is essential for HR managers as they design and implement talent- 
management programs, 


3. Policy formulation and implementation. HR managers generally propose and draft new 
policies or policy revisions to cover recurring problems or to prevent anticipated prob- 
lems. Ordinarily, the policies are proposed to the senior executives of the organization, 
who actually issue them. HR managers also monitor the firms managers and employees 
to ensure they follow established HR policies, procedures, and practices. Perhaps more 
important, they are a resource to whom managers can turn for policy interpretation. 


4. Employee advocacy. One of the enduring roles of HR managers is to serve as an 
employee advocate—listening to employees’ concerns and representing their needs 
to managers—to make certain that the interests of employees and the interests of 
the organization are aligned with one another. 


Competencies Human Resources Managers Require 


As top executives expect HR managers to assume a broader role in overall organizational 
strategy, many of these managers will need to acquire a complementary set of competen- 
cies. These competencies are summarized here and shown graphically in Figure 1.7. 


= Business mastery. As we have explained, HR professionals need to know the busi- 
nesses of their organizations and their strategies thoroughly. This requires an un- 
derstanding of an organization's customers and economic and financial capabilities 
to help a firm achieve its strategic direction and adjust it as needed. Human re- 
source managers who have good problem-solving skills and are also innovative and 
creative are a strategic asset to their firms. 


=» HR mastery. HR professionals are the organization's behavioral science experts. 
HR professionals should develop expert knowledge in the areas of staffing, 
development, appraisals, rewards, team building, performance measurement, and 
communication. Good interpersonal skills are essential. 


a Personal credibility. Like other management professionals, HR professionals must 
establish personal credibility in the eyes of people internal and external to the firm. 
Credibility and trust are earned by developing good relationships with people both 
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internal and external to the firm, demonstrating the values of the firm, standing up 
for one’s own beliefs, and dealing with all parties equitably. Highlights in HRM 
4 outlines the code of ethics HR professionals should follow, according to the 
Society for Human Resource Management. 


FIGURE 
1 7 Human Resource Competency Model 


Source: Adapted from Arthur Yeung, Wayne Brockbank, and Dave Ulrich, “Lower Cost, Higher Value: Human 
Resource Function in Transformation,” reprinted with permission from Human Resource Planning, vol. 17, no. 3 
(1994). Copyright 1994 by The Human Resource Planning Society, 317 Madison Avenue, Suite 1509, New York, NY 
10017, (212) 490-6387. 


HIGHLIGHTS IN HRM 


SHRM Code of Ethical and Professional 
Standards in Human Resource Management 


Society for Human Resource Management 
CODE PROVISIONS 


Professional Responsibility 


Core Principle 

As HR professionals, we are responsible for adding value to the organizations we serve and contributing to the ethical 
success of those organizations. We accept professional responsibility for our individual decisions and actions. We are 
also advocates for the profession by engaging in activities that enhance its credibility and value. 
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SHRM Code of Ethical and Professional Standards in 


Human Resource Management (continued) 


Intent 

e To build respect, credibility, and strategic importance for the HR profession within our organizations, the business 
community, and the communities in which we work. 

e To assist the organizatiotns we serve in achieving their objectives and goals. 

e To inform and educate current and future practitioners, the organizations we serve, and the general public about 
principles and practices that help the profession. 

e To positively influence workplace and recruitment practices. 

e To encourage professional decision-making and responsibility. 

e To encourage social responsibility. 


Guidelines 

1. Adhere to the highest standards of ethical and professional behavior. 

2. Measure the effectiveness of HR in contributing to or achieving organizational goals. 

3. Comply with the law. 

4. Work consistent with the values of the profession. 

5. Strive to achieve the highest levels of service, performance, and social responsibility. 

6. Advocate for the appropriate use and appreciation of human beings as employees. 

7. Advocate openly and within the established forums for debate in order to influence decision-making and results. 


Professional Development 


Core Principle 
As professionals we must strive to meet the highest standards of competence and commit to strengthen our competen- 
cies on a continuous basis. 


Intent 

e To expand our knowledge of human resource management to further our understanding of how our organizations 
function. 

e To advance our understanding of how organizations work (“the business of the business”). 


Guidelines 

1. Pursue formal academic opportunities. 

2. Commit to continuous learning, skills development, and application of new knowledge related to both human 
resource management and the organizations we serve. 

3. Contribute to the body of knowledge, the evolution of the profession, and the growth of individuals through 
teaching, research, and dissemination of knowledge. 

4. Pursue certification such as CCP, CEBS, PHR, SPHR, etc. where available, or comparable measures of competencies 
and knowledge. 


(continued) 
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SHRM Code of Ethical and Professional Standards in 


Human Resource Management (continued) 


Ethical Leadership 


Core Principle 
HR professionals are expected to exhibit individual leadership as a role model for maintaining the highest standards of 
ethical conduct. 


Intent 
e To set the standard and be an example for others. 
e To earn individual respect and increase our credibility with those we serve. 


Guidelines 

1. Be ethical; act ethically in every professional interaction. 

2. Question pending individual and group actions when necessary to ensure that decisions are ethical and are imple- 
mented in an ethical manner. 

3. Seek expert guidance if ever in doubt about the ethical propriety of a situation. 
Through teaching and mentoring, champion the development of others as ethical leaders in the profession and in 
organizations. 


Fairness and Justice 


Core Principle 
As human resource professionals, we are ethically responsible for promoting and fostering fairness and justice for all 
employees and their organizations. 


Intent 
To create and sustain an environment that encourages all individuals and the organization to reach their fullest poten- 
tial in a positive and productive manner. 


Guidelines 

1. Respect the uniqueness and intrinsic worth of every individual. 

2. Treat people with dignity, respect, and compassion to foster a trusting work environment free of harassment, 
intimidation, and unlawful discrimination. 

3. Ensure that everyone has the opportunity to develop their skills and new competencies. 
Assure an environment of inclusiveness and a commitment to diversity in the organizations we serve. 

5. Develop, administer, and advocate policies and procedures that foster fair, consistent, and equitable treatment 
for all. 

6. Regardless of personal interests, support decisions made by our organizations that are both ethical and legal. 

7. Act in a responsible manner and practice sound management in the country(ies) in which the organizations we 
serve operate. 
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SHRM Code of Ethical and Professional Standards in 


Human Resource Management (continued) 


Conflicts of Interest 


Core Principle 

As HR professionals, we must maintain a high level of trust with our stakeholders. We must protect the interests of our 
stakeholders as well as our professional integrity and should not engage in activities that create actual, apparent, or 
potential conflicts of interest. 


Intent 

To avoid activities that are in conflict or may appear to be in conflict with any of the provisions of this Code of Ethical 
and Professional Standards in Human Resource Management or with one’s responsibilities and duties as a member of 
the human resource profession and/or as an employee of any organization. 


Guidelines 

1. Adhere to and advocate the use of published policies on conflicts of interest within your organization. 

2. Refrain from using your position for personal, material, or financial gain or the appearance of such. 

3. Refrain from giving or seeking preferential treatment in the human resources processes. 

4. Prioritize your obligations to identify conflicts of interest or the appearance thereof; when conflicts arise, disclose 
them to relevant stakeholders. 


Use of Information 


Core Principle 
HR professionals consider and protect the rights of individuals, especially in the acquisition and dissemination of infor- 
mation while ensuring truthful communications and facilitating informed decision-making. 


Intent 
To build trust among all organization constituents by maximizing the open exchange of information, while eliminating 
anxieties about inappropriate and/or inaccurate acquisition and sharing of information 


Guidelines 

1. Acquire and disseminate information through ethical and responsible means. 

2. Ensure only appropriate information is used in decisions affecting the employment relationship. 

3. Investigate the accuracy and source of information before allowing it to be used in employment related 
decisions. 

4. Maintain current and accurate HR information. 

Safeguard restricted or confidential information. 

Take appropriate steps to ensure the accuracy and completeness of all communicated information about HR poli- 

cies and practices. 

7. Take appropriate steps to ensure the accuracy and completeness of all communicated information used in 
HR-related training. 


ay 
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ee HR managers who have a 


good understanding of their firm’s business can 
help it achieve its strategies—whatever they may 
be—through the effective utilization of people and 
their talents. An organization's success increasingly 
depends on the knowledge, skills, and abilities of 
its employees. To “compete through people,’ organi- 
zations have to do a good job of managing human 
capital: the knowledge, skills, and capabilities that 
have value to organizations. Managers must develop 
strategies for identifying, recruiting, and hiring the 
best talent available; developing these employees in 
ways that are firm-specific; helping them to generate 
new ideas and generalize them throughout the com- 
pany; encouraging information sharing; and reward- 
ing collaboration and teamwork among employees. 


Globalization has become per- 
vasive in the marketplace. It influences the number 
and kinds of jobs that are available and requires 
that organizations balance a complicated set of is- 
sues related to managing people working under dif- 
ferent business conditions in different geographies, 
cultures, and legal environments. HR strategies and 
functions have to be adjusted to take into account 
these differences. 


The fast pace of globalization 
along with corporate scandals over the years have 
led to a new focus on corporate social responsibil- 
ity (good citizenship) and sustainability (a compa- 
ny’s ability to produce a good or service for without 
damaging the environment or depleting a resource), 
Companies are finding out that having a good repu- 
tation for pursuing these efforts can enhance their 
revenues and improve the caliber of talent they are 
able to attract. One of HR's leadership roles is to 
spearhead the development and implementation of 
corporate citizenship throughout their organiza- 
tions, especially the fair treatment of workers. 


Technology has tended to re- 
duce the number of jobs that require little skill and to 
increase the number of jobs that require considerable 
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skill, a shift we refer to as moving from touch labor 
to knowledge work. This displaces some employees 
and requires that others be retrained. In addition, in- 
formation technology has influenced HRM through 
human resources information systems (HRIS) that 
streamline HR processes, make information more 
readily available to managers and employees, and en- 
able HR departments to focus on the firm’s strate- 
gies. The Internet and social media are also affecting 
how employees are hired, work, and are managed. 


eM ES To contain costs, organizations 


have been downsizing, outsourcing, offshoring, fur- 
loughing, and leasing employees, as well as enhanc- 
ing productivity. HR's role is to not only implement 
these programs but consider the pros and cons of 
programs such as these and how they might affect a 
company’s ability to compete, especially if they lead 
to the loss of talented staff members. 


The workforce is becoming in- 
creasingly diverse, and organizations are doing more 
to address employee concerns and to maximize the 
benefit of different kinds of employees. But to bene- 
fit from those differences managers need to look past 
the obvious differences between employees and see 
not so obvious differences such as how they think, 
learn, work, solve problems, manage their time, and 
deal with other people. By first seeing the differences, 
exploring them, and then discovering how they can 
provide value to the organization, HR managers can 
leverage those differences, 


ea HR managers have to keep 


abreast of the educational abilities of the talent 
available to their organization. Despite the fact the 
educational attainment of the labor force has risen 
in general, many firms are finding it difficult to find 
workers with the basic skills they need. As the baby 
boomers retire, HR departments may have to offer 
higher compensation packages to attract qualified 
candidates, and recruiting and selection systems will 
have to function much more competitively. Employee 
rights, privacy concerns, attitudes toward work, and 
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efforts to balance work and family are becoming 
more important to workers as the cultural dynamics 
in the labor force shift. Companies are finding that 
accommodating employees’ individual needs as a re- 
sult of these shifts is a powerful way to attract and 
retain top-caliber people. 


TUTTE In working with line manag- 


ers to address their organization's challenges, HR 
managers play a number of important roles; they 
are called on for strategic advice and ethics counsel, 
various service activities, policy formulation and im- 
plementation, and employee advocacy. To perform 


change management 
collaborative software (HRM) 


corporate social responsibility 


downsizing line managers 
employee leasing managing diversity 
globalization offshoring 

human capital outsourcing 


human resources information 


system (HRIS) 


Discussion Questions © 


eee Are people always an organiza- 


tions most valuable asset? Why or why not? 


Suppose your boss asked you 
to summarize the major people-related concerns 
related to opening an office in China. What issues 
would be on your list? 


eee Name a company you hope to 


work for someday. What is its track record in terms of 
corporate social responsibility and sustainability? Are 
these factors important to you? Why or why not? 


eT Will technology eliminate the 


need for human resources managers? 


human resources management 


knowledge workers 


these roles effectively, HR managers must have a 
deep understanding of their firm's operational, fi- 
nancial and personnel capabilities. HR managers 
who do and are creative and innovative can help 
shape a firm's strategies so as to respond success- 
fully to changes in the marketplace. Ultimately, 
managing people is rarely the exclusive responsi- 
bility of the HR function. Every manager's job in- 
volves managing people. Consequently, successful 
companies combine the expertise of HR specialists 
with the experience of line managers and executives 
to develop and use the talents of employees to their 
greatest potential. 


furloughing 

proactive change 

reactive change 

reengineering 

Six Sigma 

total quality management (TQM) 


= Do cost-containment pressures 


work against the effective management of people? 


Why or why not? 
Se What are the pros and cons 


of having a more diverse workforce? Is the United 
States in a better position to compete globally be- 
cause of its diverse population? 


ee = Why do HR managers need to 
stay abreast of the educational levels and work ex- 
pectations of people in the workforce? 


t= In your opinion, what is the 


most important role HR managers play? 
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On the Job: Video Cases @& 


Fruit Guys: Responding Strategically to the What to Watch for and Ask Yourself 


Marketplace a The Fruit Guys’ CEO describes one poorly 
planned attempt to expand into Chicago. How did 
the organization change its strategy to successfully 
expand into other geographic markets? 


Executives at the firm discuss the strategic chal- 
lenges when it comes to operating a profitable busi- 
ness. Specific challenges including entering new 


markets are discussed, as well as some setbacks and = What are some possible legal/political influences 


some successes, The importance of hiring the right the Fruit Guys face? (b) What are some possible 
talent is also discussed, as is the importance of try- demographic changes the Fruit Guys face? 

ing to balance profitability with the nimbleness to f , 

take advantage of new opportunities. = How do you think the company’s HR strategy 


affects its success when it comes to expanding the 
firm's operations and growing its profits. 


New HR After a mere 320 years in business, the iconic global insurer Lloyd’s of London finally 
Strategy set out to establish its first true HR strategy, starting with the hiring of HR Director 

Suzy Black in 2009. “I was brought in to transform the HR function from one mod- 
Makes Lloyd's eled on an old-style personnel office to a function that is more cutting edge, business 


A “Best focused, and value adding,” says Black. 
Black’s first order of business was to evaluate the current state of affairs, particularly 
ii r ’ è . . P á. 
Company how the corporation's senior managers perceived the HR role. With this information 


in hand, Black and her team began to develop an overarching strategic agenda as well 
as specific tactics, addressing everything from recruitment to performance manage- 
ment to basic policies to rewards and compensation. Early on, Black admits, her main 
priority was simply “getting the basics right,’ an objective that was made more chal- 
lenging by the global reach of the company that demanded flexibility and variation to 
meet the needs of all Lloyd’s employees while still benefitting the company. 

Changing long-time employees’ perception of HR then took a bit of convincing, 
but employees quickly began to recognize the value of Black's actions. Through re- 
peated presentations, employees worldwide grew to appreciate Black's insistence on 
transparency regarding the nature of the employer/employee relationship. Gradually, 
they could see how the HR strategies were effectively creating conditions in which 
they could develop in their careers, be successful, and find meaning and value in their 
work, Today, Lloyd’s employees list the company’s challenging work environment, 
healthy incentive programs, and meaningful community outreach programs among 
the key reasons they enjoy working for the insurance giant. 

And Black's efforts are now gaining recognition outside the firm, positioning the 
company as a desirable place to work. In 2011, Lloyd’s landed on the sunday Times 
Top 100 Best Companies to Work For (in the UK) list and was hailed as one of the 
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UK's Top 40 Business Brands by an independent researcher. Black emphasizes that 
the transformation was a companywide effort, and Lloyd's CEO Richard Ward adds, 
“I believe Lloyd's to be an inspiring and rewarding place to work and am pleased that 
our staff agree. I am extremely proud of the achievements of the corporation over the 
last 12 months and thank all Lloyd’s employees for their continuing dedication, com- 
mitment, and professionalism.” 

Ironically, this leadership position is the first HR position Black has ever held, 
having risen through the ranks in other arenas in business. But her experience has 
given her a clear definition of the ideal characteristics of the HR professionals of 
the future. Black says they must be commercial, challenging, and focused on delivery 
and excellence.“ They must understand change and transformation, excel at opera- 
tions, and balance tactical and strategic thinking and acting.” She adds, “They will 
have to be able to manage and navigate organizational complexity and ambiguities 
and not be afraid to say no occasionally in order to establish appropriate boundaries 
with the business.’ 


Questions 


1, What skills does Black think employees need to work successfully in the area 
of HR? 

2. What are some of the outcomes of the company’s new HR strategy? 

3. What do you think might be some of the challenges of establishing HR policies 
for a global company? 

4. What types of situations do you think might require an HR manager to say “no”? 


Sources: Helen William, “City Slicker” Personnel Today (August 11, 2009): 10-11; Digby Morgan Human 
Resourcefulness Newsletter, February 2010, http://www.digbymorgannewsletter.com/story04_HR_02_10. 
htm; company website: www.lloyds.com. 


When Navjot Singh joined Royal Dutch Shell in 2003, the company was facing an Shell's Top 
extraordinary challenge: The rate at which Shell’s engineers were retiring meant the Recruiter 
global firm needed to double the number of new recruits it hired from 2,697 in 2005 : 
to 5,440 by 2006 and to nearly 8,000 in 2008. Yet at the time, Shell was not consid- Takes His 
ered an employer of choice. The global oil and gas company needed to project a new Cues from 
image—fast! Says Singh, “In the same way marketers know they need to advertise to i 
be a market leader, HR had to know how to create an employer brand. Marketing is Marketing 
the only way to ensure customers buy products. It was also the only way to ensure 
Shell got the best people coming to us first.” 

Wait! Why is Shell’s HR guy talking about marketing? As both an HR and mar- 
keting expert, Singh sees a powerful synergy between the two. “T'm 50% a marketer— 
the rest is HR, communications, and recruitment,’ says Singh.“But I’m an HR person, 
really.’ Singh's official job title, however, is Global Marketing Manager, Recruitment 
and Global HR Communications Manager, Shell (UK), a title and position like no 
other. Having come to Shell from DaimlerChrysler, where he served as the marketing 
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director, Singh initially started out as VP of customer relationship management, but 
quickly joined the HR team when he recognized Shell’s emerging need for new talent 
and the immense potential for him to use classic marketing techniques to help the 
company achieve its objectives. His vision, skill sets, and experience were a perfect 
match for the company’s situation. 

So in Singh’s mind, addressing the company’s need for new talent meant building 
a brand as an employer, which in turn meant creating a cohesive message. But Shell's 
global recruiting approach was anything but cohesive. “At the time we had 1,200 
recruitment systems, 35 recruitment companies, and 400 executive search compa- 
nies working for us,’ he recalls. “I attended a careers event at Cambridge University 
where there were three Shell stands beside each other—one from the UK, one from 
Malaysia, and another from Nigeria. This was a fragmented approach and tough for 
candidates to understand.” Shell needed to create a unified outreach program if it was 
going to meet its need for numbers while fulfilling its desire for a global talent pool. 
The company recruits from among 90 different nationalities each year because it rec- 
ognizes the benefits of cultural diversity. 

Singh and his team set about applying various marketing techniques to the re- 
cruitment process, which have since resulted in an 80 percent cut in recruitment 
costs, a 20 percent reduction in the time to hire new staff, and a very real claim to 
being the top employer in its market segment. In fact, Shell has won 80 awards for 
its unique HR strategy.“I think it’s important to make sure that employer branding 
activities are efficient and effective and that you have the right tools and processes, 
but also that it’s competitively positioned from a cost perspective,’ notes Singh, 
“T also think you need to look at it in terms of satisfaction, with the employer value 
proposition which you create. You need to ensure that there is a high satisfaction 
level amongst your staff, that they are motivated and have pride in working for 
your company.’ 

Having come so close to putting itself in danger of not attracting enough skilled 
candidates, Shell intends to continue running its recruitment program just like any 
other branding effort, thus ensuring it has the right human resources to deliver on 
its promises and achieve worldwide success. Singh believes Shell is typical of many 
firms, noting, “In the future, companies will have to apply for skilled people to work 
for them rather than candidates applying to work at an organization. HR must still 
realize the strategic value it can bring.” 


Questions 


1, What functions of HRM are similar to marketing functions? How can thinking 
about “marketing” a company’s jobs improve the strategic focus of human resources 
personnel? 

2. If you were planning to use marketing strategies to “brand” a company as an em- 
ployer of choice, what are some of the factors youd consider? 

3. Do you agree with Singh's statement that in the future, companies will have to ap- 
ply for skilled people to work for them, rather than candidates applying to work at 
an organization? Why or why not? 


Sources: Excerpted from Don Wood, “Lateral Thinking,’ Human Resources (January 2010): 12-13; 
Christopher Van Mossevelde, “Views from the Top,’ Employer Branding Today (April 16, 2009), http:// 
www.employerbrandingtoday.com; Peter Crush, “Shell UK Combines HR and Marketing to Sell the 
Brand,’ HR Magazine (August 25, 2009), http://www.hrmagazine.co.uk. 
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PART 1 


Human Resources Management in Perspective 


LEARNING OUTCOME 1 


Why is HR planning in- 
tegral to a firm’s strate- 
gic planning? As an HR 
professional, what do 
you think you could do 
to tie the two functions 
together? 


strategic planning 


Procedures for making deci- 
sions about the organiza- 
tion’s long-term goals and 
strategies 


human resources 
planning (HRP) 


The process of anticipating 
and providing for the move- 
ment of people into, within, 
and out of an organization 
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ne of the clichés about the annual reports of companies is that they often claim 

that “people are our most important asset.” Although we might believe this to be 

true, the fact is that historically managers often have not acted as though they 
themselves really believed it. Too often the focus has been on minimizing the number of 
a firm’s employees rather than strategically utilizing their talents. In the past, executives 
often tried to remove human capital from the strategy equation by substituting capital 
for labor where possible or by creating hierarchical structures that separated those who 
think from those who actually do the work. But for many firms, this is changing. 

Surveys show that 92 percent of chief financial officers now believe human capital affects 
an organization’s customer service, 82 percent believe it affects profitability, and 72 per- 
cent believe it affects innovation.? And in a survey by the consulting firm Deloitte, nearly 
80 percent of corporate executives said the importance of HRM in their firms has grown 
substantially over the years, and two-thirds said that HR expenditures are now viewed as 
a strategic investment rather than simply a cost to be minimized. Indeed, research shows 
that strategically designed and implemented HR systems increase the value of firms, some- 
thing executives are keenly interested in accomplishing. They are also demanding their 
human resources groups push past short-term projections and provide detailed forecasts for 
needs and the associated costs over a two- to three-year horizon. Even small companies are 
realizing that their employees are the key to ensuring their ability to compete and survive. 
As General Electric's legendary ex-CEO Jack Welch puts it: “We live in a global economy. To 
have a fighting chance, every company needs to get every employee, with every idea in 
their heads and every morsel of energy in their bodies, into the game.” 


Strategic Planning and Human Resources 


As we explained in Chapter 1,“competing through people” is the theme for this book. 
But the idea remains only a premise for action until we put it into practice. To deliver 
on this promise, we need to understand some of the systems and processes in orga- 
nizations that link human resources management and strategic management. A few 
definitions may be helpful up front. 

First of all, strategic planning involves a set of procedures for making decisions 
about the organization's long-term goals and strategies. In this chapter, we discuss 
strategic plans as having a strong external orientation that covers major portions of 
the organization. The plans especially focus on how the organization will position 
itself relative to its competitors in order to ensure its long-term survival, create value, 
and grow. Human resources planning (HRP), by comparison, is the process of an- 
ticipating and providing for the movement of people into, within, and out of an or- 
ganization. Overall, its purpose is to help managers deploy their human resources as 
effectively as possible, where and when they are needed, to accomplish the organiza- 
tion's goals, Strategic human resources management combines strategic planning 
and HR planning, It can be thought of as the pattern of human resources deploy- 
ments and activities that enable an organization to achieve its strategic goals. 

HR planning is an essential activity of organizations, Consider CNA Financial 
Corp., a Chicago-based insurance company, for example. CNA Financial discovered 
via HR planning that it would run short of underwriters—a key skill pool in the 
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company—in just two years’ time if their turnover rates continued at their current 
pace. The global strategies firms are increasingly pursuing, such as mergers, joint 
ventures, offshoring, the relocation of plants, product innovation plans, and down- 
sizing, are also making HR planning more critical and more complex for managers. 
According to Walt Cleaver, an HR strategist and president of the Cleaver Consulting 
Group, increased global competitiveness in many industries has led to the commod- 
itization of products based on price, which is making talent the “great differentiator” 
among firms. As we explained in Chapter 1, it is relatively easy for a competitor to 
copy your product and make it more cheaply. But duplicating the talents of your 
employees will prove much more difficult.? Globalization and shifts in the compo- 
sition of the labor force that are occurring also require that HR managers become 
more involved in planning because these changes affect the full range of a compa- 
ny’s HR practices (such as employee recruitment, selection, training, compensation, 
and motivation). 


Strategic Planning and HR Planning: 
Linking the Processes 


Good HR managers “marry” human resources planning to the strategic planning for 
their organizations as a whole. Human resources planning relates to strategic plan- 
ning in several ways, but at a fundamental level, we can focus on two issues: strategy 
formulation and strategy implementation. Human resources planning provides a set 
of inputs into the strategic formulation process in terms of what is possible, that is, 
whether a firm has the types and numbers of people available to pursue a given strat- 
egy. For example, when Barnes & Noble executives contemplated the move into web- 
based commerce to compete with Amazon.com, one of the issues they had to address 
was whether they had the talent needed to succeed in that arena. 

In addition to strategy formulation, HRP is important in terms of strategy implemen- 
tation. In other words, once the firm has devised its strategy, the company’s executives 
must make resource allocation decisions to implement that strategy, including deci- 
sions related to the firm's structure, processes, and human capital.t Companies such as 
GE, IBM, and CIGNA have taken strides to combine these two aspects of strategic 
management.’ 3M’s managers have the two aspects down to a science. Not only does 
the company engage in elaborate workforce planning, it has figured out how to utilize 
its employees to expand into markets worldwide. Once primarily a domestic company, 
today 70 percent of its products are sold abroad. According to Brian Ronningen, 3M's 
manager of human capital management, the company is able to project “the demand 
for any workforce category, in any business, in any part of the world.’ S 

Figure 2.1 shows how companies align their HRP and strategic planning in this 
way. When this occurs, a firm's board of directors and top managers recognize that 
strategic planning decisions affect—and are affected by—HR concerns. As James 
Walker, a noted HRP expert, puts it, “Today, virtually all business issues have people 
implications; all human resource issues have business implications.” 


Step One: Mission, Vision, and Values 


The first step in strategic planning is establishing a mission, vision, and values for 
the organization. The mission is the basic purpose of the organization, as well as its 
scope of operations, It is a statement of the organization's reason for existing. The 
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resources 
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goals 
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e Use staffing, training, rewards, etc. to 
motivate employees to achieve the 
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e Maintain human capital metrics 
e Utilize balanced scorecard 
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mission often is written in terms of general clients it services. Depending on the scope 
of the organization, the mission may be broad or narrow. For example, the mission of 
Google is “to organize the world’s information and make it universally accessible and 
useful.”” The strategic vision of the organization moves beyond the mission state- 
ment to provide a perspective on where the company is headed and what the organi- 
zation can become in the future. Although the terms mission and vision often are used 
interchangeably, the vision statement ideally clarifies the long-term direction of the 
company and its strategic intent. 

Organizational core values are the strong enduring beliefs and principles that the 
company uses as a foundation for its decisions. They are the essence of its corporate 
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culture and an expression of its personality.’ The core values for the organic grocery 
chain Whole Foods are as follows: 


a Selling the highest quality natural and organic products available 

= Satisfying and delighting our customers 

= Supporting team member happiness and excellence 

a Creating wealth through profits and growth 

= Caring about our communities and our environment 

= Creating ongoing win-win partnerships with our suppliers 

= Promoting the health of our stakeholders through healthy eating education 


Core values such as these are the underlying parameters for how a company intends 
to act toward its customers, employees, and the public in general. 


Step Two: Environmental Analysis 


The mission, vision, and values drive the second component of the strategic manage- 
ment process: an ongoing analysis of external opportunities and threats. Changes in 
the external environment have a direct impact on the way organizations are run and 
people are managed. Some of these changes represent opportunities, and some of 
them represent real threats to the organization. Because of this, successful strategic 
management depends on an accurate and thorough evaluation of the environment. 
Environmental scanning is the systematic monitoring of the major external forces 
influencing the organization.? Managers attend to a variety of external issues; how- 
ever, the following six are monitored most frequently: 


1, Economic factors and development information, including general, regional, and 
global conditions 


2. Industry and competitive trends, including new processes, services, and 
innovations 


3. Technological changes, including information technology, innovations, and 
automation 


4. Government and legislative issues, including laws and administrative rulings 

5. Social concerns, including child care, elder care, the environment, and educational 
priorities 

6. Demographic and labor market trends, including the age, composition, and 
literacy of the labor market, and immigration 


By continuously scanning the environment for changes that will likely affect an or- 
ganization, managers can anticipate their impact and make adjustments early. 


Competitive Environment 


Many factors in the general environment—factors a firm cannot directly control— 
can affect its strategic decisions. This is why analyzing the firm’s competitive envi- 
ronment is central to strategic planning. The competitive environment includes the 
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specific organizations with which the firm interacts. As Figure 2.2 shows, the com- 
petitive environment includes the firm's customers, rival firms, new entrants, substi- 
tutes, and suppliers. Firms analyze the competitive environment in order to adapt to 
or influence the nature of competition. A general rule of thumb about this analysis is: 
The more power each of these forces has, the less profitable (and therefore attractive) 
the industry will be. Let us look at each of the five forces. 


Customers 

One of the most important assessments a firm can make is identifying the needs of 
its customers. At a fundamental level, a firm's strategy should focus on creating cus- 
tomer value—and different customers often want different things. For example, in 
the hotel industry, business travelers may want convenient locations with meeting 
facilities. Vacationers may want resort locations with swimming pools, golf courses, 
and luxury spas. Other travelers may just want an inexpensive room next to the high- 
way. [he point is that increasingly “one size does not fit all,’ so organizations need to 
know how they are going to provide value to customers. That is the foundation for 
strategy, and it influences the kinds of skills and behaviors needed from employees. 
For example, actions and attitudes that lead to excellent customer service can include 
the following: 


= Speed of delivering normal orders 

a Willingness to meet extraordinary needs 

= Merchandise delivered in good condition 

= Readiness to take back defective goods and resupply new goods quickly 


a Availability of installation and repair services and parts 
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Rival Firms 

In addition to customer analysis, perhaps the most obvious element of industry anal- 
ysis is examining the nature of competition. The first question to consider is: Who is 
the competition? Often the answer is clear to everyone, but sometimes it is not. For 
example, for many years, Toys “R” Us viewed its main competitors to be other toy 
stores such as FAO Schwarz or KB Toys. However, other retailers such as Target 
and Walmart soon moved into this space very successfully. This had a direct effect 
on human resources planning for Toys “R” Us. While in the past, Toys “R” Us had 
been successful with a volume-based approach (that is, “stack it high, and let it fly”), 
bigger retailers soon gained an advantage—who can beat Walmart’s volume and cost 
advantage? As a consequence, Toys “R” Us had to modify its strategy to compete more 
on customer service and the expertise of its employees. But did Toys “R” Us have the 
number and kind of employees required to compete in this way? Were its staffing, 
training, performance management, and compensation practices aligned with this 
strategy? 


New Entrants 

As we suggested previously, new companies can sometimes enter an industry and 
compete well against established firms, and sometimes they cannot. To protect their 
positions, companies often try to establish entry barriers to keep new firms out of 
their industries. However, when new firms do enter an industry it is often because 
they have a different—and perhaps better—way to provide value to customers. 
When Virgin America took flight in August 2007, the airline's goal was not just to 
sell cheap tickets, It promised to make “flying good again” by offering, among other 
perks, in-flight live concerts, Wi-Fi, MP3 players, mood lighting, music in the bath- 
rooms, and top-notch customer service. When we look at the challenges faced by 
traditional airlines because of the threat of carriers such as Virgin America, JetBlue, 
and Southwest Airlines, we can clearly see that new entrants can change the “rules 
of the game” in an industry. The impact on labor costs, productivity, skills required, 
and work design are important considerations in both strategic planning and human 
resources planning, 


Virgin America, a new 
entrant in the airline 
industry, adds value to 
its product by selling 
“the experience” of 
flying. Do you think 
the company will 
change the rules 

of the game for its 
competitors? 


REUTERS/John Decker Virgin America/Pool/Landov 
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Substitutes 

At times, the biggest opportunity or threat in an industry does not come from di- 
rect competition but from substitution. In the telephone industry, for example, people 
are increasingly disconnecting their landline phones and instead using their mobile 
phones and VoIP (Voice-Over-the-Internet Protocol) services such as Skype. That 
implies that firms may need to adjust their employee skill bases to support different 
technologies, or they may need to think about how they will compete in different 
ways. As an example, think about how the travel business has changed over the years, 
Travel agents used to be the key resource people used to search for flights, hotels, 
rental cars, and the like. However, with the advent of online reservation systems, travel 
agents have had to adapt their approach. Today, they are as likely to compete based 
on the service they provide and the expertise they have about particular locations, 


Suppliers 

Organizations rarely create everything on their own, but instead have suppliers that 
provide them with key inputs. These inputs can include raw materials for production, 
money (from banks and stockholders), information, and people. This last factor— 
people, or labor as it is historically called—has direct implications for strategic plan- 
ning and human resources planning. 

Many factors influence the labor supply, including demographic changes in the 
population, national and regional economics, the educational level of the workforce, 
demand for specific employee skills, population mobility, and governmental policies, 
Consider these U.S. Census Bureau projections about how the U.S. workforce will 
change between 2012 and 2018: 


= Employment growth will continue to be concentrated in the service-providing sec- 
tor of the economy. 


= About 26 percent of all new jobs created in the U.S. economy will be in the 
health care and social assistance industry. This industry—which includes public 
and private hospitals, nursing and residential care facilities, and individual and 
family services—is expected to grow by 24 percent, or the equivalent of 4 million 
new jobs, 


a Within the goods-producing sector, construction is the only sector projected to 
grow. Employment in manufacturing industries will decline by 1.2 million jobs. 


=m The number of workers in the 55-and-older group is projected to grow by nearly 
30 percent, more than any other age group. 


a Minorities and immigrants are expected to constitute a larger share of the U.S. 
population and the labor force in 2018. 


Of the twenty fastest growing occupations, twelve will require an associate's degree or 
higher. These labor force trends illustrate the importance of monitoring demographic 
changes as a part of environmental scanning. Fortunately, labor market analysis is aided 
by various published documents. Unemployment rates, labor force projection figures, 
and population characteristics are reported by the U.S. Department of Labor."! The 
Monthly Labor Review and Occupational Outlook Handbook, both published by the Bu- 
reau of Labor Statistics (BLS) of the U.S. Department of Labor, contain information 
on jobholder characteristics and predicted changes in the workforce. In addition, local 
chambers of commerce and individual state development and planning agencies can 
assist both large organizations and new business ventures by providing them with a 
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labor market analysis of their areas. Offshore consulting firms such as IBM and Ac- 
centure can be a good source for information about labor trends in other countries, 
3M’s HR team regularly consults with outside recruiters to learn about the talent sup- 
plies in various countries in which it does or wants to do business. 

Sources of information about the changes in the external supply of labor are in- 
valuable for both operational and strategic reasons. HRP has to focus on both. At an 
operational level, labor-supply changes directly affect hiring plans that must take into 
account the demographic composition of the population in the area where the orga- 
nization is located or plans to locate. Similarly, with a “maturing” workforce, HRP 
must consider the implications for recruitment and replacement policies. 

From a strategic standpoint, changes in the labor supply can limit the strategies avail- 
able to firms. High-growth companies in particular may find it difficult to find the tal- 
ent they need to expand their businesses. While unemployment rates vary by sector, 
the shortage of talent in high-skill jobs continues to create real challenges for firms. 


Step Three: Internal Analysis 


As organizations conduct external analyses of environmental opportunities and 
threats, they also analyze their internal strengths and weaknesses. Conducting an in- 
ternal analysis provides strategic decision makers with an inventory of organizational 
skills and resources as well as their performance levels. 

To be sure, many resources combine to give organizations a competitive advantage. But 
in contrast to the past, the advantages due to physical assets are being supplanted by in- 
tangible assets, including people. As the professor and author James Brian Quinn noted, 
“With rare exceptions, the economic and producing power of a firm lies more in its in- 
tellectual and service capabilities than in its hard assets—tand, plant, and equipment.’ 


The Three Cs: Capabilities, Composition, and Culture 


In the context of human resource planning, internal analysis focuses especially on “the 
three Cs”: capabilities, composition, and culture. 


Capabilities: People as a Strategic Resource 

A growing number of experts now argue that the key to a firm's success is based on 
establishing a set of core capabilities—bundles of people, processes, and systems 
that distinguish an organization from its competitors and deliver value to customers. 
McDonald's, for example, has developed core capabilities in management efficiency 
and training. Federal Express has core capabilities in package routing, delivery, and 
employee relations. Royal Dutch Shell has core capabilities in oil exploration and 
production.” Core capabilities tend to be limited in number, but they provide a long- 
term basis for technology innovation, product development, and service delivery. 

In many cases, people are a key resource that underlies a firm's core capabilities. 
Particularly in knowledge-based industries such as the software and information ser- 
vices industries, success depends on “people-embodied know-how.’ This includes the 
knowledge, skills, and abilities of employees. As a result, a number of companies that 
previously relied on standard plans for recruiting and managing their employees are 
designing more tailored plans for them. These personalized plans are designed to ad- 
dress the individual needs of employees so they will be in a better position to help 
implement their firms’ strategies. Microsoft goes so far as to ask certain types of em- 
ployees to design their own career paths. For example, the company offers software 
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These workers 
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enables it to deliver 
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engineers both a management-focused and technical specialist career track and allows 
them to move back and forth between the two. 

Organizations can achieve a sustained competitive advantage through people if 
they are able to meet the following criteria:'* 


1, The resources must be valuable. People are a source of competitive advantage when 
they improve the efficiency or effectiveness of the company. Value is increased 
when employees find ways to decrease costs, provide something unique to cus- 
tomers, or some combination of the two. To improve the bottom line, Nordstrom 
and UPS are among the companies that utilize employee empowerment programs, 
total quality and continuous improvement efforts, and flexible work arrangements 
to motivate and spark the creativity of their workers, 


a 


The resources must be rare. People are a source of competitive advantage when their 
knowledge, skills, and abilities are not equally available to competitors. Companies 
such as Microsoft, Four Seasons Hotels, and Virgin America therefore invest a 
great deal to hire and train the best and the brightest employees in order to gain an 
advantage over their competitors. 


3 


+ 


The resources must be difficult to imitate. People are a source of competitive advan- 
tage when the capabilities and contributions of a firm's employees cannot be copied 
by others. Disney, Southwest Airlines, and Starbucks are each known for creating 
unique cultures that get the most from employees (through teamwork) and are 
difficult to imitate. 


4 


+ 


The resources must be organized. People are a source of competitive advantage when 
their talents can be combined and deployed to work on new assignments at a mo- 
ment’s notice. Companies such as IBM, GE, and, as you learned in Chapter 1, 
Procter & Gamble closely “track” employees and their talents. As a result, these 
firms are able to quickly reassign talent to different areas of their companies and 
the world as needed. 
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These four criteria highlight the importance of people and show the closeness of 
HRM to strategic management. 


Composition: The Human Capital Architecture 
A related element of internal analysis for organizations that compete on capabilities 
is determining the composition of the workforce. As we have indicated, managers 
need to determine whether people are available, internally or externally, to execute 
an organization's strategy. Managers have to make tough decisions about whom to 
employ internally, whom to contract externally, and how to manage different types of 
employees with different skills who contribute in different ways to the organization. 
Figure 2.3 shows that different skill groups in any given organization can be clas- 
sified according to the degree to which they create strategic value and are unique to 
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the organization. This figure shows the departments for an Australian biotechnology 
firm and the quadrants those groups fall into as well as their gradual migration given a 
strategic organizational shift to one that focuses on customer service. As a general rule, 
managers often consider contracting externally (or outsourcing) skill areas that are not 
central to the firm's core competence. HRP plays an important role in helping manag- 
ers weigh the costs and benefits of using one approach to employment versus another. 

Evidence from research suggests that employment relationships and HR practices 
for different employees vary according to which segment they occupy in this matrix. 
Here are some general trends: 


Strategic Knowledge Workers. This group of employees tends to have unique skills 
that are directly linked to the company’s strategy and difficult to replace (such as re- 
search and development scientists in a pharmaceuticals company or computer sci- 
entists in a software development company). These employees typically are engaged 
in knowledge work that involves considerable autonomy. Companies tend to make 
long-term commitments to these employees, investing in their continuous training 
and development, and perhaps giving them an equity stake in the organization. 


Core Employees. This group of employees has skills that are quite valuable to a 
company, but not particularly unique or difficult to replace (such as salespeople in a 
department store or truck drivers for a courier service). These employees tend to be 
employed in traditional types of jobs. Because their skills are transferable, it is quite 
possible that they could leave to go to another firm. As a consequence, managers fre- 
quently make less investment in training and development and tend to focus more on 
paying for short-term performance achievements. 


Supporting Workers, This group of workers typically has skills that are less cen- 
tral to creating customer value and generally available in the labor market (such as 
clerical workers, maintenance workers, and staff workers in accounting and human 
resources). Individuals in these jobs are often hired from external agencies on a con- 
tract basis to support the strategic knowledge workers and core employees. The scope 
of their duties tends to be limited, and their employment relationships tend to be 
transaction-based, focused on rules and procedures, and less investment is made in 
their development. 


Partners and Complementary Skills. This group of individuals has skills that are 
unique and specialized, but frequently not directly related to a company’s core strat- 
egy (such as attorneys on retainer, consultants, and research lab scientists). Although 
a company perhaps cannot justify their internal employment given their indirect link 
to the firm’s strategy, these individuals have skills that are specialized and not readily 
available to all firms. As a consequence, companies tend to establish longer-term alli- 
ances and partnerships with them and nurture an ongoing relationship fo- 
cused on mutual learning. Considerable investment is made in the exchange 
of information and knowledge.” 


Using the INTERNET 


Corporate Culture: Values, Assumptions, Beliefs, 

and Expectations (VABEs) 

Think about our initial discussion of mission, vision, and values back at Step 
One. Because managers increasingly understand that their employees are 
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critical to their success, they often conduct cultural audits to examine their values, 
attitudes, beliefs, and expectations (VABEs). Cultural audits can consist of surveys 
and interviews to measure how employees feel on a number of critical issues. 

According to author James Clawson, leaders who target employees’ values, atti- 
tudes, beliefs, and expectations are more effective than those who simply focus on 
workers’ behaviors or thought processes.'© This makes sense. Recall from Chapter 1 
the story about the entrepreneur who tripled his sales but, because he took his staff 
for granted, was then muscled out of the market by a competitor. If a firm lacks a 
clear idea of how employees view the organization, no matter how great the organiza- 
tion's plans are, those plans might never be successfully executed and sustained. 

The cultural audit conducted by SAS, a business-analytics corporation that of- 
ten ranks No. 1 on Fortune magazine's “Best Companies to Work For” list, includes 
detailed questions about the company’s pay and benefit programs and a series of 
open-ended questions about the company’s hiring practices, internal communica- 
tions, training and recognition programs, and diversity efforts.” Via cultural audits, 
SYSCO, Sears, and Continental Airlines are among the companies that have found 
ways to get the most from their employees by linking their values and ideas to prof- 
its.'° To prevent legal and ethical breaches, some firms conduct cultural audits that 
ask employees questions about the degree of fear associated with meeting their firms’ 
revenue goals and incentive plans that could encourage unethical or illegal behavior.'® 
Cultural audits can also be used to determine whether there are different groups, or 
subcultures, within the organization that have distinctly different views about the na- 
ture of the work and how it should be done. 

Knowing that a company’s corporate culture is a source of competitive advantage, 
firms are also beginning to engage in what is called values-based hiring, which in- 
volves outlining the behaviors that exemplify a firm's corporate culture and then hir- 
ing people who are a fit for them. The computer network provider Juniper Networks 
has identified four to six behaviors that exemplify each of its core values in action. 
“We are upping our game to be much more explicit about what the best talent for 
Juniper looks like,” says Greg Pryor, vice president of leadership and organization for 
Juniper,” 


Forecasting: A Critical Element of Planning 


An internal analysis of the three Cs (capabilities, composition, and culture) of an 
organization can reveal a great deal about where it stands today. However, things 
change. In an important sense, strategic planning is about managing that change. 
Managers must continually forecast both the needs and the capabilities of the firm for 
the future in order to do an effective job at strategic planning. As shown in Figure 2.4, 
managers focus on (at least) three key elements: (a) forecasting the demand for labor, 
(b) forecasting the supply of labor, and (c) balancing supply and demand consider- 
ations. Careful attention to each factor helps top managers meet their human re- 
sources requirements. 

Consider for a moment the high costs of not forecasting—or forecasting poorly. If 
job vacancies are left unfilled, the resulting loss in efficiency can be very costly, par- 
ticularly when you consider the amount of time it takes to hire and train replacement 
employees. As pointless as it may sound, we have seen situations in which employ- 
ees are laid off in one department while applicants are hired for similar jobs in an- 
other department. Poor forecasting that leads to unnecessary layoffs also makes it 
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difficult for employees to accurately assess their own career prospects and develop- 
ment. When this happens, some of a firm's more competent and ambitious workers 
will be inclined to seek other employment where they feel they will have better career 
opportunities.”! 

On the plus side, accurate forecasting provides the kind of information managers 
need to make sound decisions. It can help them ensure that they have the right num- 
ber and right kinds of people in the right places at the right times, doing things that 


provide value to both the organization and the employees. 


Forecasting a Firm’s Demand for Employees 

If a key component of forecasting is predicting the number and types of people an or- 
ganization needs to meet its objectives, the question remains: “How can this be done?” 
A variety of factors, including a firm's competitive strategy, technology, structure, and 
productivity, can affect the demand for labor. External factors such as business cycles— 
economic and seasonal trends—can also play a role. For example, retailers such as The 
Gap, Bath & Body Works, and Marks & Spencer rely heavily on temporary employees 
between November and January, during the holiday season. There are two approaches to 
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HR forecasting—quantitative and qualitative—which we discuss next. An organizations 
demands will ultimately determine which technique is used. Regardless of the method, 
however, forecasting should not be neglected, even in relatively small organizations. 


Quantitative Approaches, Quantitative approaches to forecasting involve the use 

of statistical or mathematical techniques, One example is trend analysis, whereby a trend analysis 

firms employment requirements are forecasted on the basis of some organizational A quantitative approach to 

index. Trend analysis is one of the most commonly used approaches for projecting ee ed 

HR demand and is typically done in several stages: indexsuchias ie 
First, select an appropriate business factor. This should be the best available predic- 

tor of human resources needs. Frequently, sales or value added (the selling price of 

the firm's products minus the costs of the materials and supplies used to make them) 

is used as a predictor in trend analysis. Second, plot a historical trend of the business 

factor in relation to the number of employees. The ratio of employees to the business 

factor will provide a labor productivity ratio (for example, sales per employee). Third, 

compute the productivity ratio for at least the past five years. Fourth, calculate human 

resources demand by multiplying the business factor by the productivity ratio. Finally, 

project the firms human resources demand out to the target year. This procedure is 

illustrated in Figure 2.5 for a hypothetical building contractor. 
Other, more sophisticated statistical planning methods include modeling or mul- 

tiple predictive techniques. Whereas trend analysis relies on a single factor (such as 

sales) to predict employment needs, the more advanced methods combine several fac- 

tors, such as interest rates, gross national product, disposable income, and sales, to 

predict employment levels. Forecasting methods such as these are usually used by 

larger companies with the help of analysts and statisticians. However, advances in 

data collection technology and computer software are making it easier and more af- 

fordable for smaller businesses to use more sophisticated forecasting techniques. 


FIGURE 
9 5 Example of a Trend Analysis Forecasting Employee Demand 


BUSINESS FACTOR . LABOR PRODUCTIVITY HUMAN RESOURCES DEMAND 


(SALES IN THOUSANDS) ~ (SALES/EMPLOYEE) = (NUMBER OF EMPLOYEES) 
$2,351 14.33 164 
$2,613 11.12 235 
$2,935 8.34 352 
$3,306 10.02 330 
$3,613 11.12 325 
$3,748 11.12 337 
$3,880 12.52 310 
$4,095 12.52 327 
$4,283 12.52 342 
$4,446 12.52 355 
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*Projected figures 
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Qualitative Approaches. Admittedly, forecasting is frequently more of an art than 
a science, providing inexact approximations rather than absolute results. The ever- 
changing environment in which an organization operates contributes to this situation. 
For example, estimating changes in the demand for a firm's products or services is a 
basic forecasting concern, as is anticipating changes in national or regional economics. 
A firm's internal changes are critical, too. For example, a community hospital antici- 
pating internal changes in its technology or how the facility is organized or managed 
must consider these factors when it forecasts its staffing needs. Also, the forecasted 
staffing needs must be in line with the organization's financial resources. 

In contrast to quantitative approaches, qualitative approaches to forecasting are less 
statistical. Management forecasts are the opinions (judgments) of supervisors, de- 
partment managers, experts, or others knowledgeable about the organization's future 
employment needs. For example, at Souplantation and Sweet Tomatoes, a dining 
chain based in California, each restaurant manager is responsible for his or her store's 
employment forecasts. Another qualitative forecasting method, the Delphi technique, 
attempts to decrease the subjectivity of forecasts by soliciting and summarizing the 
judgments of a preselected group of individuals. HR personnel can do this by devel- 
oping a list of questions to ask the managers in their companies. Highlights in HRM 
1 contains a list of good questions to ask. The final forecast thus becomes a collective, 
or group, judgment. 

Ideally, forecasting should include the use of both quantitative and qualitative ap- 
proaches. Numbers without context— including the context supplied by skilled HR 
professionals who understand the business and can analyze and interpret the data— 
are less useful.“ The most important software is the one running between your ears,” 
explains one HR director about the qualitative nature of strategic human resources 
planning.” 

Sun Microsystems gathers workforce data about international markets from a wide 
range of external sources such as the World Bank, European Union statistics, and 
business publications. However, the company then integrates that information with 
internal data as well as observations gathered by HR professionals in the field, which 
helps Sun's executives make decisions.” 


Forecasting the Supply of Employees 

Just as an organization must forecast its future requirements for employees, it must 
also determine whether sufficient numbers and types of employees are available to 
staff the openings it anticipates having. As with demand forecasts, the process in- 
volves both tracking current employee levels and making future projections about 
those levels. 


Staffing Tables and Markov Analysis. An internal supply analysis can begin with 
the preparation of staffing tables. Staffing tables are graphic representations of all 
organizational jobs, along with the numbers of employees currently occupying those 
jobs (and perhaps also future employment requirements derived from demand fore- 
casts). Another technique, called a Markov analysis, shows the percentage (and ac- 
tual number) of employees who remain in each of a firm's jobs from one year to the 
next, as well as the proportions of those who are promoted, demoted, or transferred, 
or who exit the organization. As Figure 2.6 shows, a Markov analysis can be used to 
track the pattern of employee movements through various jobs and to develop a tran- 
sition matrix for forecasting labor supply. 
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HIGHLIGHTS IN HRM 


HR Planning and Strategy Questions 
to Ask Business Managers 


Workforce planning requires that HR leaders periodically interview their managers to gauge an organization’s future 
workforce needs. Here are some sample questions to ask. 


e What are your mission, vision, and values? 

e What are your current pressing business issues? 

e What are our organizational strengths? 

e What are our competitors’ organizational strengths? How do we compare? 

e What core capabilities do we need to win in our markets? 

e What are the required knowledge, skills, and abilities we need to execute the winning strategy? 
e What are the barriers to optimally achieving the strategy? 

e What types of skills and positions will be required or no longer required? 

e Which skills should we have internally versus contract with outside providers? 

e What actions need to be taken to align our resources with our strategy priorities? 

e What recognition and rewards are needed to attract, motivate, and retain the employees we need? 
e How will we know if we are effectively executing our workforce plan and staying on track? 


Sources: Adapted from Agilent Technologies for The Conference Board and the Society for Human Resource Management. 


FIGURE 
9 6 Hypothetical Markov Analysis for a Retail Company 


o> 2008 Store Asst. Store Section Dept. Sales 
2007 Managers Managers Managers Managers Associates Exit 


m) Transition percentage Actual number of employees | 
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Forecasting the supply of human resources available to a firm requires that its man- 
agers have a good understanding of employee turnover and absenteeism. We have 
included formulas for computing turnover and absenteeism rates in an appendix to 
this chapter. Also included in the appendix is a formula for calculating a new metric 
called quality of fill. It was developed because managers understand that simply hav- 
ing “bodies” in place is not enough. The quality-of-fill metric attempts to measure 
how well new hires are performing so the company will have enough top performers 
to propel it towards its strategic objectives. We will show you how it is calculated in 
Chapter 5 when we discuss recruiting metrics. 


Skill Inventories and Management Inventories. Staffing tables, a Markov analysis, 
turnover rates, and the like tend to focus on the number of employees in particular 
jobs. Other techniques are more oriented toward the types of employees and their 
skills, knowledge, and experiences. Skill inventories can also be prepared that list 
each employee's education, past work experience, vocational interests, specific abilities 
and skills, compensation history, and job tenure. Of course, confidentiality is a vital 
concern in setting up any such inventory. Nevertheless, well-prepared and up-to-date 
skill inventories allow an organization to quickly match forthcoming job openings 
with employee backgrounds. When data are gathered on managers, these invento- 
ries are called management inventories. All of this analysis is made simpler these days 
through the use of HR information systems that allows companies to create talent 
profiles of their employees. 


Replacement Charts and Succession Planning, Both skill and management inven- 
tories—broadly referred to as talent inventories—can be used to develop employee 
replacement charts, which list current jobholders and identify possible replacements 
should openings occur. Figure 2.7 shows an example of how an organization might 
develop a replacement chart for the managers in one of its divisions. Note that this 
chart provides information on the current job performance and promotability of pos- 
sible replacements. As such, it can be used side by side with other pieces of informa- 
tion for succession planning—the process of identifying, developing, and tracking 
talented individuals so that they can eventually assume top-level positions. 

In a study conducted by the Society for Human Resources, three out of four chief 
executives said succession planning was their most significant challenge for the future. 
The software developer Taleo, for example, offers an application based on a firm's or- 
ganizational chart and baseball-card-like representations of its employees. Clicking 
on the cards flips them over to show statistics about the employees such as their in- 
dividual performance review data, career information, and succession data. Similarly, 
the consulting firm Accenture developed a Facebook-like application listing its em- 
ployees, where they are based, and their individual areas of expertise. The application 
helps managers with deployment decisions and also makes it easier for Accenture'’s 
employees who do not necessarily know each other or work together to collaborate 
with one another. 

With or without software, however, more companies are going to need to engage in 
succession planning. One study found that only 50 percent of U.S. companies have 
succession plans in place, despite the apparent acute need for it.7* In small and family 
businesses, not having a succession plan can often imperil a firm, as the small business 
box in this chapter illustrates. Highlights in HRM 2 shows a checklist for evaluating 


the “success” of succession planning. 
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FIGURE 
2 7 An Executive Replacement Chart 
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Assessing a Firm’s Human Capital Readiness: 
Gap Analysis 


Once a company has assessed both the supply and demand for employee skills, talent, 

and know-how, it can begin to understand its human capital readiness. Any differ- human capital 

ence between the quantity and quality of employees required versus the quantity and readiness 

quality of employees available represents a gap that needs to be remedied. The process of evaluating the 
Figure 2.8 shows how Chemico Systems, a specialty chemical manufacturing com- availability of critical talent in 

y y 7 H ; : a company and comparing it 
pany, approaches its assessment of human capital readiness. Similar to our discussion to the firm’s supply 
in the preceding sections, managers begin by identifying a company’s core capabilities 
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Small Business Application ulil 


Lack of Succession Planning Threatens Family Businesses 


Sisters Craigie and Debbie Zildjian are the fourteenth-generation leaders of Zildjian Cymbal Company, brothers Mark and 
Massimo Brooke are the fifteenth-generation leaders of John Brooke & Sons, and father-and-son team Toshitaka and 
Masakzu Kongo are the fiftieth- and fifty-first-generation leaders of Kongo Gumi of Japan. A certain mystique exists 
about family businesses being carried on for generations, yet the reality revealed in PriceWaterhouseCoopers’ Family 
Business Worldwide Survey is that many family businesses fail because they lack a succession plan. In fact, more than 
half of the firms surveyed still do not have proper succession plans in place. 

One potential cause behind the lack of succession planning is business owners themselves. “Business owners may 
be reluctant to face the issue because they do not want to relinquish control, feel their successor is not ready, have 
few interests outside the business, or wish to maintain the sense of identity work provides,” explains Dr. Al Agamy, an 
executive director with the Family Business Center at IMD, an international business school based in Switzerland. 

In some cases, however, there is no clear successor. Dr. Ashraf Mahate, the head of export market intelligence 
at Dubai Exports, an agency within Dubai's Department of Economic Development, notes: “All businesses need to ap- 
preciate that the entrepreneurial spirit does not lie within one person or a generation—it lies in the motivation that a 
person has to search, select, implement and grow opportunities. If the rewards for such activities diminish with time 
or from one generation to another, so will the entrepreneurial spirit. The rewards are not only financial—although they 
are very important—but can stretch to non-financial aspects such as the level of control, position, etc.” Sometimes 
the next generation just is not enthusiastic about joining the family business. Consequently, it is not advisable to force 
a family member into the situation. Rather, family businesses must seek ways of bringing the new generation in. 

Thus, choosing and grooming the right successor is key. J. Davis, speaking on successor development at the Inter- 
national Family Enterprise Institute, recommends looking for a successor with the following qualities: One who knows 
and loves the nature of the business; one who knows his or her own strengths and weaknesses, having learned them 
through education and prior experience; one who wants to lead and serve; one who has earned the respect of other 
stakeholders; one who knows when to turn to trusted, knowledgeable advisors for guidance; and one whose skills and 
abilities fit the strategic needs of the business. 

Even with a business owner willing to relinquish the reins and a well-chosen successor waiting in the wings, an 
actual transition plan—transparent and known to all involved in advance—is still required. “[Any transition] needs to 
be carried out without causing any alarm to the other stakeholders—that is, financiers who may be worried that such a 
change may increase firm-specific risk,” says Mahate. “Suppliers may be concerned about providing future credit facili- 
ties or even doing business with the company. Customers may be fearful of long-term relationships with the company. 
Therefore, it is in everyone’s interest to have an orderly change to the new structure.” 


Sources: Manoj Nair, “Succession Planning is the Key,” gu/fnews.com (January 19, 2011), http://gulfnews.com; Ernesto J. Poza, Family Business, 
South-Western/Cengage Learning, (2010), 85-89; Don Schwerzler, “Family Succession Plan First,” http://www.family-business-experts.com/ 
family-succession-plan.html. 


and the key people and processes that are critical to those capabilities. Chemico’s exec- 
utive team identified eight key job “families” that comprise about 100 employees of the 
firm's 1,500 member staff (in other words, less than 10 percent of its workforce). For 
each of these critical job families, managers identified the critical knowledge, skills, and 
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Succession-Planning Checklist 


RATE THE SUCCESS OF YOUR SUCCESSION PLANNING 


For each characteristic of a best-practice succession-planning and management program appearing in the left column 
below, enter a number to the right to indicate how well you believe your organization manages that characteristic. Ask 
other decision makers in your organization to complete this form individually. Then compile the scores and compare notes. 


Characteristics of a Best-Practice 
Succession-Planning and Management 
Program 


How Would You Rate Your Organization’s Succession 
Planning and Management Program on the Characteristic? 


Very Poor Neither Poor Very Good 


Your organization has successfully... 0) Nor Good (3) 6) 


Clarified the purpose and desired results of the 
succession-planning and management program. 


Determined what performance is required 
now for all job categories in the organization 
by establishing competency models. 


Established a means to measure individual 
performance that is aligned with the competencies 
currently demonstrated by successful performers. 


Determined what performance is needed in 
the future by establishing future 
competency models for all job categories. 


Created an ongoing means by which to 
assess individual potential against future 
competency models. 


Established a means by which to narrow 
gaps through the use of individual 
development plans (IDPs). 


Created a means to follow up and hold 
people accountable. 


Created a means by which to document 
competence and find organizational talent 
quickly when needed. 


Created and sustained rewards for 
developing people. 


Established a means by which to evaluate 
the results of the succession planning and 
management program. 


Total (add up the scores for items 1-10 


and place in the box on the right) 
SCORES 


Congratulations. The succession-planning and Okay. While your organization could make improvements, 
management program in your organization conforms with you appear to have some of the major pieces in place for 
best practices. a succession-planning and management program. 


FIERY GEESE VOU CERAM SONU waytoward Not good at all. Your organization is probably filling 


positions on an as-needed basis. 


establishing a first-rate succession-planning and 
management program. 


Give yourself a failing grade. You need to take steps 
immediately to improve the succession-planning and 
management practices of your organization. 


Source: From William J. Rothwell, “Putting Success into Your Succession Planning,” The Journal of Business Strategy 23, no. 3 (May/June 2002): 
32-37. Republished with permission—Thomson Media, One State Street, 26th Floor, New York, NY 10004. 
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FIGURE 
2 g Assessing a Firm’s Human Capital 
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Source: Reprinted from Robert Kaplan and David Norton, Strategy Maps: Converting Intangible Assets into Tangible Outcomes (Boston: Harvard 
Business School Press, 2006), Chapter 8. 


behaviors necessary to build the core capabilities. They then determined the number 
of people required for these positions, as well as the number who are currently quali- 
fied. As the lower portion of the figure shows, the company’s human readiness ranged 
between 0 percent for supply chain management design specialists and 75 percent for 
call center representatives. 

Once the assessment of the firm's human capital readiness is complete, managers 
have a much better foundation for establishing their strategy going forward and the 
specific requirements for developing the talent needed to implement the strategy.” 
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Step Four: Formulating Strategy 


The forecasting techniques discussed previously provide critical information for stra- 
tegic planning. Recall that we noted at the beginning of the chapter that HR analysis 
is an input to strategy formulation. However, a word of caution is needed here. Be- 
cause HR forecasting techniques take us deep into the specifics of labor supply and 
demand, we need to be careful not to lose sight of the larger strategic picture, One of 
the biggest concerns among executives is that (at times) HR managers cannot “see the 
forest for the trees” because they become mired in the administrative details of their 
planning models. SWOT analysis, discussed shortly, helps managers combine vari- 
ous sources of information into a broader framework for analysis. 

After managers have analyzed the internal strengths and weaknesses of the firm, 
as well as external opportunities and threats, they have the information they need 
to formulate corporate, business, and HR strategies for the organization. A com- 
parison of strengths, weaknesses, opportunities, and threats normally is referred to as a 
SWOT analysis, ASWOT analysis helps executives summarize the major facts and 
forecasts derived from external and internal analyses. Strategy formulation builds on 
SWOT analysis to use the strengths of the organization to capitalize on opportuni- 
ties, counteract threats, and alleviate internal weaknesses. In short, strategy formula- 
tion moves from simple analysis to devising a coherent course of action. Figure 2.9 is 
an example of a SWOT analysis done for the online digital music service Napster. 


Corporate Strategy 


A firm's corporate strategy includes the markets in which it will compete, against whom, 
and how. Some firms choose a concentration strategy that focuses on only a limited 
portion of the industry, For example, Visteon Corporation specializes in electronics, 
climate, and power train technologies for the automotive industry. In contrast, Henry 


FIGURE 
9 9 An Example of a SWOT Analysis for Napster 


STRENGTHS WEAKNESSES 


e Installed base e Lack of critical complementary assets 


e Strong contagion effects e File selection greatly reduced 
e High market profile e Antagonistic relationship with record labels 
e Powerful design features e Consumer-to-consumer computing 


e Transition from a free to a pay model 


OPPORTUNITIES THREATS 
e Best Buy acquisition e Large number of competitors 


e Online entertainment trends e Entry of record labels 
e Potential for alliances with record labels e Ad-Based Models 
e No focused strategy for record labels e Laws/regulation 


Source: “E-Commerce: Napster SWOT Analysis,” WikiSWOT, http://www.wikiswot.com. 


LEARNING OUTCOME S 


Think about a firm you 
enjoy doing business 
with or one you don’t. 
What competitive 
strategy does it 
pursue? Do you think 
its employees have the 
right skills given the 
strategy? Do you detect 
any mismatches? 


SWOT analysis 


A comparison of strengths, 
weaknesses, opportunities, 
and threats for strategy 
formulation purposes 
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Ford at one time had fully integrated his company from the ore mines needed to make 
steel all the way to the showrooms where his cars were sold. 


Growth and Diversification 

Emerging and growing companies execute their strategies differently than mature 
companies or those in decline. As companies grow, their strategic choices tend to 
focus on geographic, volume, and product expansion. HR planning is a vital input 
to these decisions. Growth hinges on three related elements: (a) increased employee 
productivity, (b) a greater number of employees, and (c) employees developing or ac- 
quiring new skills. Thus, a firm’s staffing, training, employee motivation efforts, and 
the like can either enable the company to grow or limit its potential. 

As companies diversify into new businesses, managers inevitably are faced with a 
“make or buy” decision. That is, should they develop the capabilities in-house or con- 
tract externally? For example, when IBM entered the personal computer market in 
the early 1980s, it contracted with (start-up companies) Intel and Microsoft to make 
the hardware and operating systems for its PC. The decision did not rest solely on 
human resources issues, but they were an important part of the equation. Interest- 
ingly, IBM got out of the PC business altogether in 2005, by selling its PC product 
lineup to the Chinese computer manufacturer Lenovo. Today IBM develops custom 
technology services for businesses, which it believes will be more profitable in the 
long run and a harder product for competitors to imitate. To help accomplish this 
new strategy, the company spent the first part of the decade buying up dozens of 
business service related companies and their talent. 

Some companies diversify far beyond their core businesses. At one time GE, for ex- 
ample, mostly produced electrical and home appliance products. Today its products 
include those in the health, finance, insurance, truck and air transportation, and even 
the media industry following the firm's investment in NBC. To manage such a diverse 
portfolio, GE has invested heavily in the development of general management skills 
and leadership ability. CEO Jeffrey Immelt has stated that GE’s future depends on 
pursuing businesses that leverage human capital (in contrast to its traditional focus 
on manufacturing, much of which it has outsourced), This new strategy is strongly 
linked to human resources. In fact, the strategy is viable only because the company 
has done such an enviable job developing talent over the years. 


Mergers and Acquisitions 

In addition to strategies of growth and diversification, corporate America has seen 
a host of mergers and acquisitions in recent years. They include such firms as Kraft 
Foods and the British candy maker Cadbury, Continental and United Airlines, Tata 
Motors and Jaguar/Land Rover, Walt Comcast and NBC, Exxon and Mobil, and 
Procter & Gamble and Gillette. When companies merge, they can often streamline 
their costs by eliminating duplicate functions, such as duplicate accounting, finance, 
and HR departments, for example. However, despite some of the savings realized as a 
result of acquisitions and mergers, many of them do not go well (measured by return 
on investment, shareholder value, and the like). Often the failure is due to cultural 
inconsistencies, as well as conflicts among the managers of each firm. The failure of 
the merger between the German firm Daimler-Benz (the manufacturer of Mercedes 
Benz vehicles) and Chrysler is an example. Although the German portion of the firm 
had superior technology, reportedly it was less than eager to share its know-how with 
its American counterparts. Problems like this one point directly to the importance of 
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effective HR planning prior to—and during—the merger process. Highlights in HRM 3 


shows key HR activities associated with different phases of a merger or acquisition. 


Strategic Alliances and Joint Ventures 

Sometimes firms do not acquire or merge with another firm but instead pursue co- 
operative strategies such as a strategic alliance or joint venture. Especially when firms 
enter into international joint ventures, the issues of culture (both company culture 
and national culture) become paramount. On the front end, HR plays a vital role 
in assessing the compatibility of cultures and potential problems. As the alliance is 
formed, HR helps select key executives and develops teamwork across the respective 
workforces. In addition, HR is typically involved in the design of performance assess- 
ment and mutual incentives for the alliance. 


Business Strategy 


While we think about corporate strategy as domain selection, business strategy is 

viewed in terms of domain navigation. It is more focused on how the company will 

compete against rival firms in order to create value for customers. We can think of 

value creation in a cost/benefit scenario (value = benefits — costs). Companies can value creation 
increase the value they offer customers by decreasing the costs of their goods and _ What the firm adds to a 
services or by increasing the benefits their products provide (or some combination of a ee 
the two). Their business strategies reflect these choices. of nea provided by the 
product or service once 
Low-Cost Strategy: Compete on Productivity and Efficiency the costs of making it are 


A low-cost strategy means keeping your costs low enough so that you can offer an subtracted 
attractive price to customers relative to your competitors. Organizations such as Dell, 
Walmart, and Southwest Airlines have been very successful competing based on a 
low-cost strategy. Critical success factors for this strategy focus on efficiency, pro- 
ductivity, and minimizing waste. These types of companies often are large and try to 
take advantage of economies of scale in the production and distribution of goods and 
services so they can sell them at lower prices, which leads to higher market shares, 
volumes, and (hopefully) profits. However, even a low-cost leader must offer a prod- 
uct or service that customers find valuable. As Gordon Bethune, the former CEO of 
Continental Airlines, put it,“You can make a pizza so cheap that no one will buy it” 
Ultimately organizations need to use a cost strategy to increase value to customers, 
rather than take it away. 

A low-cost strategy is linked to HR planning in several ways. The first has to do 
with productivity. A common misconception about low-cost strategies is that they 
inevitably require cutting labor costs. On the contrary, there are several good exam- 
ples of companies that pay their employees “top dollar,’ but gain back cost advantages 
because of excellent productivity. That is, they get a terrific “bang for the buck.” Ei- 
ther they produce more from the workforce they have, or they can produce the same 
amount with a smaller workforce. According to Peter Cappelli, who heads the Cen- 
ter for Human Resources at the Wharton School at the University of Pennsylvania, 
the productivity of the best-performing staffs can be five to twenty times higher than 
the productivity of the worst-performing staffs, depending upon the industry. Billy 
Beane, the general manager of the Oakland A's, became famous for making the most 
of the A's small payroll. Beane did so by carefully choosing and developing players 
and using them more strategically than other major league teams with bigger payroll 


budgets. 
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Human Resources Management in Perspective 


Oakland A's General Manager 
Billy Beane has made great 
strides by using statistics and 
other analytics to manage his 
players and make the most 
of his team’s small payroll. 


The second way that low-cost 
strategies are linked to HR per- 
tains to outsourcing. Companies 
consider contracting with an exter- 
nal partner that can perform par- 
ticular activities or services equally 


Although the A's haven't won a 
playoff recently, Beane defends 
his tactics by comparing himself 
to a stockbroker: “Thirty years 
ago, stockbrokers used to buy 
stock strictly by feel. Let’s put 
it this way: Anyone in the game 
with a 401(k) has a choice. They 
can choose a fund manager who 
manages their retirement by gut 
instinct, or one who chooses by 
research and analysis. I know 
which way I’d choose.” 


well (or better) at a lower cost. De- 
cisions such as these often result in 
layoffs, transfers, and the like. As 
noted before, organizations need to 
have a clear understanding of their 
core processes and skills in order to 
make these decisions. Too often, a 
firm approaches outsourcing deci- 
sions based on costs alone, but this 
can lead to detrimental effects in 
the long run if the skills base of its 
employees suffer and its core capa- 
bilities erode. 


Justin Sullivan/AP Photos 


Differentiation Strategy: Compete on Unique Value Added 
While decreasing costs is one important way to enhance customer value, another 
involves providing something unique and distinctive to customers, A differentiation 
strategy is often based on delivering a high-quality product, innovative features, speed 
to market, or superior service. Ritz-Carlton’s commitment to quality and luxury, 
FedEx’s focus on speed and flexible delivery, Neiman Marcus's commitment to fash- 
ion and customer service, and Apple's emphasis on innovation and product develop- 
ment are all easily identifiable examples of differentiation strategies. 

Each of these strategies is rooted in the management of human resources. Compa- 
nies that focus on service, for example, need to identify and support ways to empower 
employees to serve customers better. Relative to companies that emphasize low cost 
and efficiencies, differentiating companies will bend the rules a bit more and custom- 
ize products and services around a customer’s particular needs to let the customer 
“have it their way.’ In place of rigid rules, a service-oriented company often tries to 
instill its employees with the cultural values of the organization. For example, one 
quality Starbucks looks for in prospective employees is the ability to make good de- 
cisions on their own. Similarly, Nordstrom's employee handbook consists of just a 
single five- by eight-inch card that reads:“ Welcome to Nordstrom. Rule #1. Use your 
good judgment in all situations. There will be no additional rules.’ 


Functional Strategy: Ensuring Alignment 


In addition to formulating corporate- and business-level strategies, managers also 
need to “translate” strategic priorities into functional areas of the organization (such 
as marketing, manufacturing, human resources, and the like), This involves all aspects 
of the business, but in particular there needs to be a clear alignment between HR and 
the requirements of an organization's strategy, In this regard, HR policies and prac- 
tices need to achieve two types of fit: vertical and horizontal,” 
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HIGHLIGHTS IN HRM 


Key HR Activities Associated with Merger 
or Acquisition Phases 


HR Issues Key HR Activities 


Stage 1—Prior to Combining Firms 


e Identifying the reasons for the action e Assist in conducting thorough due diligence 
e Forming the team/leader for the action assessment 

e Searching for potential partners e Participate in planning for the combination 

e Selecting a partner e Assist in developing HR practices that support rapid 
e Planning for managing the process learning and knowledge transfer 


e Planning to learn from the process 
e Participate in the preselection assessment of 
the target firm 


Stage 2—Combination 


e Selecting the integration manager(s) e Assist with the transition team design and staffing 
e Designing/implementing transition teams e Develop retention strategies and communicate them 
e Creating the new structure/strategies/leadership to top talent 
e Retaining key employees e Assist in deciding who goes 
e Managing the change process e Facilitate the establishment of a new culture 
e Communicating to and involving stakeholders e Provide assistance to ensure the implementation of 
e Developing new policies and practices HR policies and practices 
e Assisting in recruiting and selecting integration 
manager(s) 


Stage 3—Solidification and Assessment 


e Solidifying the leadership and staffing e Monitor the new culture and recommend approaches 
e Assessing the new strategies and structures to strengthen it 

e Assessing the new culture e Participate in stakeholder satisfaction 

e Assessing the concerns of stakeholders e Assist in developing and implementing plans for con- 
e Revising as needed tinuous adjustment and learning 


e Learning from the process 
e Participate in establishing criteria and procedures for 
assessing staff effectiveness 


Source: Based on Susan E. Jackson and Randall S. Schuler, Managing Human Resources through Strategic Partnerships, 9th ed. 
(Mason, OH: Thomson/South-Western, 2006), 50. 
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Vertical Fit/Alignment 

Vertical Fit (or vertical alignment) focuses on the connection between the business's 
objectives and the major initiatives undertaken by HR. For example, as we noted ear- 
lier, if a company’s strategy focuses on achieving low cost, its HR policies and prac- 
tices need to reinforce this idea by reinforcing efficient and reliable behavior on the 
part of employees, enhanced productivity, and so on. On the other hand, if the orga- 
nization competes through innovation and new product development, then its HR 
policies and practices would be more aligned with the notion of fostering creativity 


and flexibility. 


Horizontal Fit/Alignment 

In addition to vertical alignment, or fit, managers need to ensure that their HR prac- 
tices are all aligned with one another internally to establish a configuration that is 
mutually reinforcing. The entire range of the firm’s HR practices—from its job de- 
sign, staffing, training, performance appraisal, and compensation—need to focus on 
the same objectives. Too often, one HR practice will emphasize one objective, whereas 
another HR practice will emphasize another. Charles Schwab & Co. faced this situ- 
ation. The company has a reputation in the financial services industry for develop- 
ing a culture of teamwork that has been important to its strategy. However, when 
it changed its compensation strategy to provide more rewards to its high-performing 
brokers, the firm sent mixed signals to its employees. Which is more important: 
teamwork or individual high flyers??8 


Step Five: Strategy Implementation 


As the old saying goes, “well begun is half done’—but only half. Like any plan, for- 


Why is it difficult mulating the appropriate strategy is not enough. The new plans also have to be im- 
tottansateafirms plemented effectively. This is easier said than done. Half of managers in one survey 
strategy into HR deliv- said there is a gap between their organization's ability to develop a vision and strategy 
erables that actually and actually execute it. Recently organizations have been paying more attention to 
get the job done? What implementation and execution.” 

part of this endeavor Figure 2.10 shows the now classic 7-S framework and reveals that human re- 
do you think HR man- sources management is instrumental to almost every aspect of strategy implementa- 
agers struggle with the tion, whether it pertains to the organization's structure, systems, style, skills, staff, or 
most? shared values. In the“Hard S” category are the strategy, which lays out the route that 


the organization will take in the future; the organizational structure is the framework 
in which the activities of the organization members are coordinated. If the strategy 
requires employees to be reorganized or redeployed, HR will be intimately involved. 

Also in the “Hard S” category are systems and processes. These include formal and 
informal procedures that govern the everyday activities of a firm. As organizations 
redesign their processes to implement their strategies, HR managers need to help en- 
sure that the best workflow models are in place and that employees share their advice 
about the changes, too. As with strategy development, employees can be the source of 
valuable ideas about how work processes should be structured. 

In the“Soft S” category are shared values, or core values, which were discussed earlier 
in the chapter as a guiding parameter for strategic planning. They relate to implemen- 
tation as well. Strategic change often requires employees and managers to modify, or 
abandon, their old ways of doing things. HR managers play a central role as guardians 
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FIGURE 
2 10 The 7-S Model 


Structure 
Hard Ss 


Systems 


Shared 


Skills 


Source: McKinsey & Company. 


of the corporate culture—the principles on which the company is founded and the 
fundamental ideas around which the business is built. This is tightly connected to the 
issue of style, which refers not only to the leadership approach of top managers, but 
also the way in which employees present themselves to the outside world (to suppli- 
ers, customers, and so on). Skills and staff relate directly to human resources manage- 
ment because at its most basic level, HR's role in the strategy implementation process 
is to reconcile (1) human resources demanded and (2) human resources available. 


Taking Action: Reconciling Supply and Demand 


Through HRP, organizations strive for a proper balance between demand consid- 
erations and supply considerations. Demand considerations are based on forecasted 
trends in business activity. Supply considerations involve determining where and how 
candidates with the required qualifications can be found to fill a firm's vacancies. 

In an effort to meet their human resources demands, organizations have many 
staffing options, including recruiting and hiring full-time employees as well as reduc- 
ing their turnover, having employees work overtime, recalling laid-off workers, using 
temporary or contract employees, and outsourcing or offshoring some of their busi- 
ness processes. Some of the ways firms say they are, or will, attract and retain baby 
boomers to avoid future labor shortages include offering employees flexible schedul- 
ing, and health care and long-term care benefits as they eventually retire.*° 
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If its labor shortages are acute, a com- 
pany might go so far as to develop tal- 
ent from the ground up. For example, 
knowing that about 40 percent of its 
aging workforce would be eligible for 
retirement in five years, Saudi Aramco, 
a Saudi-owned oil company, devel- 
oped a system of hiring top high school 
graduates in the country, sponsoring 
their college educations, and provid- 
ing them with job training. The com- 
pany employs 400 planners to analyze 
its workforce needs for the next decade 
and beyond.’! 

When forecasts show a surplus of 
employees, organizations often restrict 
their hiring, reduce their employees’ 
work hours or furlough them, and con- 
sider layoffs. Across-the-board pay cuts 
are sometimes utilized in lieu of or in 
addition to layoffs. Some organizations 
try to reduce their workforces by rely- 
ing on attrition, which is a gradual re- 
duction of employees that occurs due 
to employee resignations, retirements, and deaths. Programs in which employees are 
offered “sweetened” retirement benefits to leave a firm earlier than planned are com- 
mon in large companies. 

As we have discussed, organizations have to be constantly prepared to exit and 
enter new lines of business, restructure, outsource, offshore, and sometimes down- 
size either because they have too many employees or employees with the wrong skill 
sets.** Decisions about employee layoffs are usually based on seniority and/or per- 
formance. In some organizations, especially in Japanese firms, seniority is more likely 
to be the primary consideration. In other organizations, factors such as an employee's 
ability and productivity take precedence over seniority. In the case of unionized or- 
ganizations, the criteria for determining who will be laid off are typically set forth in 
union agreements and based on seniority. Unions recognize seniority because they 
feel that their members deserve certain rights proportionate to the years they have 
invested in their jobs. 

Employers often recognize the seniority of employees who are not unionized, 
though. But one disadvantage of doing so is that the less-competent employees can 
end up receiving the same rewards and security as the more-competent employees. 
Also, the practice of using seniority as the basis for deciding which workers to lay 
off can inadvertently have a disparate impact on women and minority workers, who 
often have less seniority than other groups of workers,’ When firms are downsiz- 
ing, HR managers must ensure no laws are violated in the process, of which there 
are many. They range from laws designed to protect minorities and older employees 
from being unfairly targeted to laws requiring companies of a certain size laying off 
a certain number employees to give them between sixty days to six months warning. 
Firms must also comply with government provisions giving some workers who have 


Union agreements 
often protect long- 
term employees 

with seniority, but 
these workers are 
not always protected 
in nonunion work 
environments. 
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been laid off and their families the right to temporary health care coverage at group 
rates. We will talk more about these laws in Chapter 13. 


Step Six: Evaluation and Assessment 


At one level, it might seem that assessing a firm's effectiveness is the final step in the 
planning process. But it is also the first step. Planning is cyclical, of course, and while 
we have somewhat conveniently placed evaluation at the end of this chapter, the in- 
formation it provides actually provides firms with inputs they need for the next cycle 
in the planning process. 


Evaluation and Assessment Issues 


To evaluate their performance, firms need to establish a set of “desired” outcomes 
as well as the metrics they will use to monitor how well their organizations deliv- 
ered against those outcomes, The outcomes can include achieving a certain levels of 
productivity, revenues, profits, market share, market penetration, customer satisfac- 
tion, and so forth, Because strategic management is ultimately aimed at creating a 
competitive advantage, many firms also evaluate their performance against other 
firms. Benchmarking is the process of identifying “best practices” in a given area 
and then comparing your practices and performance to those of other companies. To 
accomplish this, a benchmarking team would collect metrics on its own company’s 
performance and those of other firms to uncover any gaps. The gaps help determine 
the causes of performance differences, and ultimately the team would map out a set 
of best practices that lead to world-class performance. For its clients, Price Water- 
houseCoopers publishes monthly and annual human capital benchmarking informa- 
tion, which includes metrics from almost 900 companies. 

Interestingly, the target company for benchmarking does not need to be a com- 
petitor. For example, when Xerox wanted to learn about excellent customer service, it 
benchmarked L.L. Bean. By working with noncompeting companies, Xerox was able 
to get access to information a competitor would not divulge. 

The HR metrics a firm collects fall into two basic categories: human capital metrics 
and HR metrics. Human capital metrics assess aspects of the workforce, whereas HR 
metrics assess the performance of the HR function itself. Highlights in HRM 4 shows 
some of the basic HR metrics companies use. Most larger companies use software to 
track their HR metrics over time. Figure 2.11 shows an example of an HR “dashboard,” 
which is software that tracks and graphically displays HR statistics so they can be viewed 
by managers at a glance (as you do your dashboard readings when you are driving). 

Smart HR managers can significantly enhance their worth to their organizations if 
they go a step further by gathering informal information, or “intelligence,” about the 
strategic and HRM practices of their competitors. This can be done by legal means, 
such as by reading industry blogs, checking competitors press releases, and signing up 
for their news feeds, if they provide them, as well as signing up for Google 
e-mail alerts that are triggered when competing firms’ names appear in the 
news. Attending industry conventions and talking to your company’s suppli- 
ers about business and employment trends are other good ways of gathering 
competitive intelligence. So are interviews with job candidates. Simply ask- 
ing candidates who turned down job offers at other companies why they did 
so can yield a great deal of information. 


LEARNING OUTCOME 7 


Why do some organi- 
zations rely more on 
some HR metrics than 
others? Think about the 
businesses on or near 
your campus. Which 
metrics do you think 
they are most likely to 
track? 


benchmarking 


The process of comparing 
the organization’s processes 
and practices with those of 
other companies 


Using the INTERNET 
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Balanced 
Scorecard (BSC) 


A measurement framework 
that helps managers trans- 
late strategic goals into 
operational objectives 


FIGURE 
9 11 An Example of an HR Dashboard 
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Gathering competitive intelligence and benchmarking alone will not give a firm 
a competitive advantage, though. According to author and HRM consultant Mark 
Huselid, a competitive advantage is based on the unique combination of a company’s 
human capital, strategy, and core capabilities—which differ from firm to firm. This 
means that HR managers cannot simply rely on the benchmarks and strategies of 
other firms. Instead, they must develop their own. If they can successfully do so and 
implement them, they can achieve a sustained competitive advantage.** 


Measuring a Firm’s Strategic Alignment 


Earlier in the chapter, we discussed the importance of strategic alignment and fit as 
an element of strategy formulation and implementation. As an element of evalua- 
tion, some very useful techniques help managers assess the extent to which they have 
achieved these objectives. 


Strategy Mapping and the Balanced Scorecard 

One of the tools for mapping a firm's strategy to ensure strategic alignment is the 
Balanced Scorecard (BSC), Developed by Harvard professors Robert Kaplan and 
David Norton, the BSC is a framework that helps managers translate their firms’ 
strategic goals into operational objectives. The model has four related cells: (1) fi- 
nancial, (2) customer, (3) processes, and (4) learning. The logic of the BSC is firmly 
rooted in human resources management. People management and learning help 
organizations improve their internal processes and provide excellent customer ser- 
vice. Internal processes—product development, service, and the like—are critical for 
creating customer satisfaction and loyalty, and they are also important for ensuring 


© Cengage Learning 2013 
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4 HIGHLIGHTS IN HRM 


Different companies rely on different HRM metrics, depending upon their strategic objectives. The following are some 
of the metrics mostly commonly used: 


General Hiring and Turnover 

Total payroll and benefits costs Total separation costs (severance, etc.) 
Payroll and benefits costs per employee Separation costs per employee 

Revenue earned per employee Average time to fill (a position) 

Average salary per employee Quality of fill 

Total employee hours worked Cost per fill 

Hours worked per employee Percentage of positions filled internally 
Employees per department Percentage of new hires retained for 90 days 
Average employee age Employee turnover rate 

Employee absenteeism rate Voluntary turnover rate 


Involuntary turnover rate 


Training and Development 


a HR Metrics 
Total training costs 
Training costs per employee Number of employees per HR professional 
Average training hours provided existing employees Total HR expenses 
Average training hours provided new hires HR expenses per employee 


Percentage of HR expenses spent on outsourced functions 


productivity to contain costs for better financial performance. Customer value cre- 
ation, in turn, drives up revenues, which enhances profitability. 

Figure 2.12 shows how this might work at Starbucks. In each cell, Starbucks would 
identify the key metrics that help translate strategic goals to operational imperatives. 
For example, under customer metrics, Starbucks might look at percentage of repeat 
customers, number of new customers, growth rate, and so forth. Under people met- 
rics, managers might measure the numbers of suggestions provided by employees, 
participation in Starbucks’ stock sharing program, employee turnover, training hours 
spent, and the like. Each of these cells links vertically. People management issues such 
as rewards, training, and suggestions can be linked to efficient processes (brewing the 
perfect cup, delivering top-notch customer service, etc.). These processes then lead 
to better customer loyalty and growth. Growth and customer loyalty in turn lead to 
higher profitability and market value. 


Measuring Horizontal Fit 
Recall that horizontal fit means that HR practices are all aligned with one another to 
establish a configuration that is mutually reinforcing. Figure 2.13 shows an example 
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FIGURE 
2 12 Building the Metrics Model 
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of how organizations can assess the horizontal fit of their HR practices. There are 
essentially three steps. First, managers need to identify the key workforce objectives 
they hope to achieve. Often this information can come from the people/learning cell 
of the Balanced Scorecard and might include loyalty, customer service, productivity, 
and creativity. Second, managers would identify each of the HR practices used to 
elicit or reinforce those workforce objectives (job design, staffing, training, appraisal, 
compensation, and so on). Third, managers would evaluate each HR practice on a 
scale of —5 (not supportive) to 5 (supportive). By tallying up the ratings across man- 
agers, organizations can get a very clear idea of which HR practices are working to- 
gether to achieve the workforce objectives and which are not. 

An important caveat to this analysis is that horizontal fit is a necessary, but insufficient, 
cause of strategic alignment. A company could have nearly perfect alignment among its 
HR practices, and they still might not be aligned with the competitive strategy. For that 
reason, it is important for managers to assess both vertical and horizontal fit. 


Ensuring Strategic Flexibility for the Future 


Apart from the need to establish and measure fit between HR and strategy, HR 
is also focused on ensuring flexibility and agility when the environment changes. 
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FIGURE i : 
9 13 Assessing Horizontal Fit 
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0 = Neutral 
-5 = Strongly counterproductive 


26% 


Ultimately, successful HRP helps increase organizational capability—the capacity organizational 
of the organization to continuously act and change in pursuit of sustainable competi- capability 
tive advantage.” The capacity of the orga- 


Flexibility can be achieved in two primary ways: coordination flexibility and re- 
source flexibility. Coordination flexibility is the ability to rapidly reallocate resources 
to new or changing needs. Through HRP, managers can anticipate upcoming events, 
keep abreast of changes in legal regulations, forecast economic trends, spot competi- 
tors moves, and the like. With advance notice, managers can move people into and 
out of jobs, retrain them for new skill requirements, and modify the kinds of incen- 
tives they use. The use of a contingency workforce composed of part-timers, tem- 
porary employees, and external partners also helps achieve coordination flexibility.*° 
Resource flexibility, on the other hand, results from having resources that can be used 
different ways and people who can perform different functions in different ways. 


nization to act and change 
in pursuit of sustainable 
competitive advantage 
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Human Resources Management in Perspective 


Cross-training employees, rotating them into different jobs, and using teams are all 
efforts that focus on building a flexible workforce. 

We will draw on these ideas throughout the text. But at this point we want to close 
the chapter by emphasizing that strategic planning is a process designed to ensure su- 
perior performance today, as well as establishing the capability and agility to respond 
tomorrow. As the great hockey player Wayne Gretsky used to say, “I don't skate to 
where the puck is. I skate to where the puck is going to be.’ 


eee Strategic human resources 


management (SHRM) integrates strategic planning 
and HR planning. It can be thought of as the pat- 
tern of human resources deployments and activities 
that enable an organization to achieve its strategic 
goals. HR planning and strategies need to be con- 
tinually monitored and assessed, especially when or- 
ganizations consider global strategies, outsourcing, 
mergers, joint ventures, offshoring, the relocation 
of plants, product innovations, and downsizing, or 
when dramatic shifts in the composition of the labor 
force are occurring, 


CATONE Analyzing the firms competi- 


tive environment is central to strategic planning. The 
competitive environment includes the specific orga- 
nizations with which the firm interacts. Firms ana- 
lyze the competitive environment in order to adapt 
to or influence the nature of competition. 


TUONE Conducting an internal analysis 


to gauge the firm's strengths and weaknesses involves 
looking at a firm's “three Cs”—its capabilities, com- 
position, and culture. An internal analysis enables 
strategic decision makers to assess the organization's 
workforce—its skills, cultural beliefs, and values. 

An organization's success increasingly depends 
on the knowledge, skills, and abilities of employees, 
particularly as they help establish a set of core ca- 
pabilities that distinguish an organization from its 
competitors. When employees’ talents are valuable, 
rare, difficult to imitate, and organized, a firm can 
achieve a sustained competitive advantage through 
its people. 
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a HRP is a systematic process 


that involves forecasting demand for labor, perform- 
ing supply analysis, and balancing supply and demand 
considerations, Forecasting demand requires using ei- 
ther quantitative or qualitative methods to identify the 
number and type of people needed to meet organiza- 
tional objectives. Supply analysis involves determining 
whether sufficient employees are available within the 
organization to meet demand and also whether po- 
tential employees are available on the job market. 


CTN As organizations plan for their 


future, top management and strategic planners must 
recognize that strategic planning decisions affect— 
and are affected by—HR functions. Via HRP, hu- 
man resources managers can proactively identify and 
initiate programs needed to develop organizational 
capabilities on which future strategies can be built. 
HRP and strategic planning tend to be most effec- 
tive when there is a reciprocal relationship between 
the two processes. 


Formulating an HR strategy is 
only half of the HR battle. The strategy must also be 
implemented. Employment forecasts must be recon- 
ciled against the internal and the external supplies of 
labor the firm faces. This can include having current 
employees work overtime; hiring full-time, part- 
time, or contract employees; downsizing employees; 
furloughing them; and outsourcing or offshoring. 
If there is a labor shortage, the firm might have to 
reformulate its long-term and short-term strategic 
plans or find ways to develop employees “from the 
ground up.” 
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PVN S4) Firms need to establish a set of 


parameters that focus on the “desired outcomes” of 
strategic planning, as well as the metrics they will use 
to monitor how well the firm delivers against those 
outcomes, Issues of measurement, benchmarking, 


Balanced Scorecard (BSC) 
benchmarking Markov analysis 
core capabilities mission 
core values 

cultural audits quality of fill 
environmental scanning replacement charts 
skill inventories 


staffing tables 


human capital readiness 
human resources planning (HRP) 


Discussion Questions € 


ee Identify the three key elements 
of the human resources planning model and discuss 
the relationships among them. 


Se What competitive environ- 


mental forces influence a firm's strategy? 


SEMINOLES What criteria must be met if 


firms are to achieve a competitive advantage through 
their employees? 


ees Which approach do you 


think should be relied on more heavily for strategy 
formulation—the quantitative or qualitative 


approach? 
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management forecasts 


organizational capability 


alignment, fit, and flexibility are central to the evalu- 
ation process. Firms use benchmarking, strategy 
mapping, and the Balanced Scorecard (BSC) as 


tools to gauge their outcomes. 


strategic planning 
strategic vision 
succession planning 
SWOT analysis 
trend analysis 

value creation 
values-based hiring 


ETO eS Explain the difference between 


a firm's corporate strategy and business strategy. 


Why do firms need to look at both aspects? 
What steps does the firm need 


to take to reconcile labor supply and labor demand? 


ees Why is organizational capabil- 
ity important to a firm and how can HR managers 
enhance it? 


PART 1 Human Resources Management in Perspective 


HRM EXPERIENCE 


Customizing HR for Different Types 
of Human Capital 


Part of strategic planning is mapping an organization’s human capital. When we look at the strategic value of a 
person’s skills as well as their uniqueness, we soon discover that organizations are comprised of different kinds of 
workers who have very different kinds of skills. Some are core knowledge workers; some are more traditional job-based 
employees; some are contract workers; and some are external partners. It is unlikely a firm would manage all of these 
employees the same way. There are differences in HR practices for different groups. That is not bad, but it makes the 
job of HR managers more difficult. 


Assignment 
The following are descriptions of three different employees. How would you characterize each worker? What role does 
each play when it comes to the organization's strategy? 


Andrea Bascomb is a highly talented computer programmer for MiniFluff, Inc. She is among an elite set of engineers 
in the computer industry doing leading-edge work on advanced computer modeling. CEO Bill Ding believes that the 
future of the company rests on the innovative work that Andrea and her team are doing. He worries that someone 
might lure Andrea away to work for them. So he wants to give her all the room she needs to grow and stay committed 
to MiniFluff. 


Calvin Duff is a salesperson on the retail side of MiniFluff. He has daily contact with customers and is responsible for 
making sales and communicating with service personnel. Make no mistake: To many customers, Calvin and his cowork- 
ers are the “face” of MiniFluff. Always on the lookout for a better position, Calvin has thought about working for 
PeachTree Computing, MiniFluff’s main competitor. Other salespeople have found that they can leave MiniFluff and get 
“up to speed” easily at other firms. Their skills are very transferable, and the transition is not difficult. Bill Ding and 
other managers at MiniFluff recognize this fact, so they try to keep salespeople loyal and productive, recognizing that 
many of them do eventually leave. 


Evelyn Frank is a part-time administrative assistant for MiniFluff. She handles routine typing and filing work for the 
company, particularly in peak periods in the summer and around the holidays. She usually works for a few weeks at a 
time and then takes time off. The executives at MiniFluff have considered either outsourcing her job to an agency or 
automating it through a new computer system. But for now things are steady. 
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On the Job: Video Cases 


Strategic HR Planning at Focus HR Consulting What to Watch for and Ask Yourself 


1. Herran gives the example of an organization with 
a rigid and strict culture, characterized by strictly 
enforced rules. The organization provided no 
leeway or creativity in how work processes were 
carried out. She then pointed out that“California- 
style, laid-back” employees would never work out 
there regardless of their skill sets because the cul- 
ture was too uncomfortable. Do you agree with 


her? Why or why not? 


2. Which drivers of retention does Ms. Herran ad- 
dress in the video? 


Andrea Herran of Focus HR Consulting reflects on 
some causes of employee turnover and performance 
problems and discusses some ways to address these 
problems. Retaining employees is addressed mainly 
as a function of cultural fit between the employee and 
the organization and the employee's skill set match 
to the position. The importance of clearly communi- 
cating performance expectations is highlighted. 


Joining Gratterpalm as HR manager five years ago was a challenging proposition— Small Company 
both for the company and for myself. An award-winning independent retail market- Uses HR as a 
ing agency based in Leeds, Gratterpalm creates advertising, point of sale, and design J 
for major clients including the United Kingdom grocery giant ASDA and the sofa Strategic Tool 
retailer DFS. 

When I joined the agency in January 2003, Gratterpalm had no HR function for Growth 
whatsoever. Originally a family-run business, it had grown, over twenty-five years, to 
a team of seventy and had just undergone a management buyout. 

The key to introducing HR to Gratterpalm was to introduce a performance re- 
view tool that allowed us to benchmark the success of a people-centered culture and 
allowed every employee the opportunity to have their say. We therefore launched 
“Gratter chatter,’ an employee survey that has become the bedrock of the agency's 
HR function. The initial survey highlighted several issues within the agency that 
clearly needed to be addressed: 


= Team structures were unclear; people did not know who their line manager was 
and reporting lines were blurred in some departments. 


= Work/life balance was poor. 

= There was a lack of understanding of company values. 

= Only 66 percent stated they enjoyed working at Gratterpalm. 
= There was a low commitment to training and development. 


= Employees did not believe the survey was confidential or anonymous, so there was 
an initial lack of trust and only 70 percent completion. 
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Many initiatives have been taken to address the issues thrown up by the first and 
subsequent surveys. These include: 


= Clearly defined role profiles, so everyone understands their role. 


= Biannual people asset reviews to ensure that we are aware of all employee 
development needs and are able to take relevant action. 


a To help address the work/life balance we introduced a “justification to recruit” 
procedure to ensure that there was a rigorous thought process before recruitment 
took place. 


= An increase in flexible working opportunities— 10 percent of employees now enjoy 


flexible working. 
=m The introduction of child care vouchers as a part of our range of benefits. 


= Management huddles that take place on a weekly basis as a valuable communication 
tool—we also have an annual company meeting focusing on our three-year 
business plan and there is regular communication and reminders of our values. 


= Introduction of an in-house training schedule that is rolled out twice a year and 
the establishment of a course evaluation process. 


a Exit interviews that take place for all leavers. 


Another important development has been the introduction of a structured ap- 
praisal procedure, “Let's Talk,’ which ensures that employees are given feedback on 
their performance and set objectives for the forthcoming year. We also put into place 
a clear career structure so that employees were aware of how they could progress to 
the next level. An internal vacancies notice board and procedure were introduced, and 
as a result of these initiatives 10 percent of employees were promoted internally last 
year. Some of the company’s stars today are those who were, in the past, not thought 
to be strong performers, but they have managed to turn their careers around with the 
help of effective people management. Clients have played an active role in the recruit- 
ment process. 

Some of the challenges for HR have been aligning it to the wider business as Grat- 
terpalm grows and develops in line with its business plan. One of these areas was de- 
veloping the company’s corporate social responsibility (CSR) credentials. Initiatives 
include employees reading to children on a weekly basis at our local primary school, 
and the introduction of plastic, metal, and glass recycling bins into the business to 
encourage employees to recycle. We are establishing links with two charities, and we 
are currently planning an “empty car park” day to encourage car sharing, cycling, and 
the use of public transport. 

The key results achieved by HR at Gratterpalm in the five years from 2003 to 
2008 are highlighted as follows: 


= Employee turnover reduced from 30 percent to 15 percent. 


= Attendance rates increased from 90 percent to 98 percent through successful 
attendance management including welcome back meetings after all absences. 


= Gratter chatter (the employee survey) response rates increased from 70 percent to 
100 percent. 
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a Those that believe Gratterpalm is a“very good place to work” reached its highest 
score of 85 percent this year. 


= Of new recruits taken on in the last 12 months, 60 percent have been through 
direct means (web or recommended through contacts/employees). 


= Gratterpalm is becoming an employer of choice and our name is becoming more 
known within the industry. 


Questions 


1, How are Gratterpalm’s new HR activities driving business growth for the 
company? 

2. Why are“basic” HR functions sometimes difficult for small firms to execute? How 
can they improve their capacity to successfully implement HR programs? 

3. Why does it takes time to see the results of HR activities? 


Source: Excerpted from Helen Sauders, “Gratterpalm Uses HR as a Strategic Tool for Growth,’ Strategic 
HR Review 8, no. 1 (2009): 22-27. 


When the financial services industry tumbled into crisis in June 2007, Capital One Staffing, Down 
chairman and CEO Richard Fairbank issued a mandate to strip $700 million out . 
of the company’s operating costs by 2009. The cost reduction plan includes consoli- to a Science at 
dating and streamlining functions, reducing layers of management, and eliminating Capital One 
approximately 2,000 jobs. The mandate did not set off a mad scramble in workforce 
planning, however. Instead, the planning staff simply added new defined variables to 
their simulations and modified their projections for the company’s talent needs, 
“The key to workforce planning is to start with the long-term vision of the or- 
ganization and its future business goals and work back from there,’ says Matthew 
Schuyler, chief human resources officer for Capital One and its 27,000 employees. 
“We anticipate the strategic needs of the business and make sure that we have the 
workforce required to meet those needs. The $700 million mandate gives us goals 
and boundaries that we didn't have before. We made the adjustments.” 
Capital One and other leading companies are developing a set of best practices for 
workforce planning that reach into the future for each business unit and evolve with 
corporate strategic planning, In an increasingly unstable global business environment, 
the value of a long-term vision is clear, but effective workforce planning requires dedi- 
cated resources, heavy analytics, and, perhaps most important, the full engagement of 
business unit leaders and line managers. 


The workforce planning at Capital One stems from a process executed by a metrics Wopking 
and analytics group of 20 people, plus hundreds of executives, managers, and analysts 

pulled from all the business lines and corporate functions. Leaders and analysts from Backward 
the business lines work in blended teams with human resources generalists and mem- 

bers of the metrics group to build models for each line and the entire world force. 
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The models flow to Schuyler, who reports directly to the CEO.“You have to garner 
your long-term vision of the organization from your seat at the table and from the 
time you spend with business leaders, immersed in places where you can get data,” 
Schuyler says. “You have to probe the business leaders and know the business lead- 
ers and know what their endgame looks like.’ Planning varies by business line. Some 
lines are stable, while others are restructuring or moving through rapid growth. 

Part of Schuyler’s job is to ensure that senior business line leaders are engaged in 
the process.“ Their door is open,” he notes.“ Your ticket through the door is to show 
business leaders the bundles of money they can save if their workforce is the right 
size with the right mix and the right skills. Once you're inside, you have to act on the 
promise.’ The potential cost savings come from minimizing the inherent costs associ- 
ated with the size of the workforce, plus savings from lower recruiting and severance 
costs and avoiding the costs of a disengaged workforce. “The cost of disengagement 
is difficult to quantify, but business leaders intuitively understand the cost,’ Schuyler 
says.“ There is a toll paid when a workforce is disempowered, disengaged, and not 
sufficiently busy.’ 

Workforce planning at Capital One forecasts not only the head count required to 
meet future business needs, but also the staffing mix—the ratio of internal to external 
resources—and the skills mix, including any changes in that mix that are required as 
the business moves forward. Schuyler also looks at any changes in “spans of control,” 
which determine the number of organizational layers, optimal methods for staffing 
managerial positions, and the related costs. The planners also document both ratio- 
nal and emotional employee engagement, which affect current and future productiv- 
ity and recruiting, training, and turnover costs. 

The responsibility for workforce planning at Capital One resides in human re- 
sources, but the hard work takes place inside the business units, where the blended 
teams operate. This grounding in the business units keeps workforce planning fo- 
cused on corporate goals, Workforce planning really gets traction when it is linked 
to the line managers who understand business needs and can project their business 
growth and productivity changes. The time frames for workforce planning at Capital 
One vary by unit and function. The legal function, for example, is very stable and can 
easily plan out two to four years. The credit card division, however, is rapidly evolving, 
so its forecasts stretch out two to four years but are reviewed every quarter. Likewise, 
the demand for some jobs follows the business cycle. Collections and recoveries work 
at Capital One was stable and predictable several years ago, for example. “But because 
of the current economic conditions, this work is now more important, and we had to 
ramp up very quickly,’ Schuyler explains. 


Managing Schuyler refuses to choose between overshooting and undershooting staffing. “The 
beauty of workforce planning is that it allows the flexibility to be right on target,” he 

Demand and says.” We don't have to wait for the next budget cycle to get it right.’ 

Supply That flexibility derives from a more sophisticated approach to planning that looks 


at a range of possible scenarios about business conditions and then calculates the la- 
bor needed to match them. Capital One's workforce planning models allow business 
leaders to anticipate the talent requirements for each business option and the human 
resources and labor cost consequences of the choices they make, Especially for com- 
panies that are just beginning to implement a workforce planning process, the best 
approach is to focus first on the critical roles in the organization and then expand out 
to cover more positions in greater detail. Avoid the tendency to drown managers in 
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data by breaking the data down on a critical-jobs basis. At Capital One, the workforce 
planning process reaches down through the entire executive structure for each busi- 
ness unit—five or six levels of leadership plus groups of managers. Business leaders see 
the talent management costs and consequences of the business options at hand. Each 
option carries its own implications for internal and external staffing levels, recruiting, 
training, promotions, engagement, attrition, and total compensation costs over time. 
More important, workforce planning allows business leaders and line managers to see 
how different approaches to talent management can actually expand their business 
options and boost performance. “If workforce planning is done right, human resources 
can help business leaders think about what their endgame can be,’ Schuyler says. 


Questions 


1, Why do you think it’s important for Capital One to calculate the “disengagement” 
factor of its employees when it comes to workforce planning? 

2. What merits do you see to breaking down the planning process by business units 
through multiple layers of leaders? Do you see any drawbacks of doing so? 


Source: Excerpted from Fay Hansen, “The Long View,’ Workforce Management 87, no. 7 (April 21, 
2008): 1, 19. 
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Calculating Employee Turnover 
and Absenteeism 


Throughout this chapter we have emphasized that HRP depends on having an accu- 
rate picture of both the supply of and the demand for employees. Two factors, employee 
turnover and absenteeism, have a direct impact on HR planning strategy and recruit- 
ment processes. In this Appendix, we provide a detailed discussion of turnover and 
absenteeism, methods for measuring them, and suggestions for managing their impact. 


Employee Turnover Rates 


Employee turnover refers simply to the movement of employees out of an organiza- 
tion. It is often cited as one of the factors behind the failure of U.S, employee produc- 
tivity rates to keep pace with those of foreign competitors. It is also one of the chief 
determinants of labor supply. Even if everything else about an organization stays the 
same, as employees turn over, its supply of labor goes down. This involves both direct 
and indirect costs to the organization. 


Computing the Turnover Rate 


The U.S. Department of Labor suggests the following formula for computing turn- 
over rates: 


Number of separations during the month 


X 100 


Total number of employees at mid month 


Thus, if there were 25 separations during a month and the total number of em- 
ployees at mid month was 500, the turnover rate would be: 


25 
—— X 100 = 5 percent 
100 


Turnover rates are computed on a regular basis to compare specific units such as 
departments, divisions, and work groups. In many cases, comparisons are made with 
data provided by other organizations. The Bureau of National Affairs Quarterly Report 
on Job Absence and Turnover is a very good source of comparative turnover data.’ 

Another method of computing the turnover rate is one that reflects only the avoid- 
able separations (S). This rate is computed by subtracting unavoidable separations 
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(US)—for example, due to pregnancy, return to school, death, or marriage—from all 
separations. The formula for this method is as follows: 


S= Us 
X 100 = T (turnover rate) 


where M represents the total number of employees at mid-month. For example, if 
there were 25 separations during a month, 5 of which were US, and the total number 
of employees at mid month (M) was 500, the turnover rate would be: 


25 —5 


X 100 = 4 percent 
500 


Determining the Costs of Turnover 


Replacing an employee is time-consuming and expensive. Costs can generally be bro- 
ken down into three categories: separation costs for the departing employee, replace- 
ment costs, and training costs for the new employee. These costs are conservatively 
estimated at two to three times the monthly salary of the departing employee, and 
they do not include indirect costs such as low productivity prior to quitting and lower 
morale and overtime for other employees because of the vacated job. Consequently, 
reducing turnover could result in significant savings to an organization. Highlights 
in HRM 5 details one organization's costs associated with the turnover of a single 
computer programmer. Note that the major expense is the cost involved in training a 
replacement. 


Employee Absenteeism Rates 


How frequently employees are absent from their work—the absenteeism rate—is 
also directly related to HR planning and recruitment. When employees miss work, 
the organization incurs direct costs of lost wages and decreased productivity. It is not 
uncommon for organizations to hire extra workers just to make up for the number of 
absences totaled across all employees. In addition to these direct costs, indirect costs 
may underlie excessive absenteeism. A certain amount of absenteeism is, of course, 
unavoidable. There will always be some who must be absent from work because of 
sickness, accidents, serious family problems, or other legitimate reasons. However, 
chronic absenteeism may signal deeper problems in the work environment. 


Computing Absenteeism Rates 


Managers should determine the extent of the absenteeism problem, if any, by main- 
taining individual and departmental attendance records and by computing absen- 
teeism rates. Although there is no universally accepted definition of “absence” or a 
standard formula for computing absenteeism rates, the method most frequently used 
is that recommended by the U.S. Department of Labor. 


Number of worker-days lost through job absence during period 


Xx 100 
Average number of employees X number of workdays 
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HIGHLIGHTS IN HRM 


Costs Associated with the Turnover 
of One Computer Programmer 


Turnover costs = Separation costs + Replacement costs + Training costs 


Separation costs 

1. Exit interview = cost for salary and benefits of both interviewer and departing employee during the exit 
interview = $30 + $30 = $60 

2. Administrative and record-keeping action = $30 Separation costs = $60 + $30 = $90 


Replacement costs 

1. Advertising for job opening = $2,500 

Preemployment administrative functions and record-keeping action = $100 

Selection interview = $250 

Employment tests = $40 

Meetings to discuss candidates (salary and benefits of managers while participating in meetings) = $250 
Replacement costs = $2,500 + $100 + $250 + $40 + $250 = $3,140 


bale ete 


Training costs 

1. Booklets, manuals, and reports = $50 

2. Education = $240/day for new employee's salary and benefits x 10 days of workshops, seminars, 
or courses = $2,400 

3. One-to-one coaching = ($240/day per new employee + $240/day per staff coach or job expert) X 20 days of 
one-to-one coaching = $9,600 

4. Salary and benefits of new employee until he or she gets “up to par” = $240/day for salary and benefits X 
20 days = $4,800 
Training costs = $50 + $2,400 + $9,600 + $4,800 = $16,850 


Total turnover costs = $90 + $3,140 + $16,850 = $20,080 


Source: Adapted from the book Turning Your Human Resources Department into a Profit Center by Michael Mercer, PhD (Barrington, IL: Castlegate 
Publishers, Inc.). Copyright 2002 Michael Mercer. Reproduced with permission from Michael Mercer, PhD, http://www.DrMercer.com. 


If 300 worker-days are lost through job absence during a month having 25 sched- 
uled working days at an organization that employs 500 workers, the absenteeism rate 
for that month is: 


300 
—_— X 100 = 2.4 percent 
300 X 25 


The U.S. Department of Labor defines job absence as the failure of employees to 
report to work when their schedules require it, whether or not such failure to report 
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is excused. Scheduled vacations, holidays, and prearranged leaves of absence are not 
counted as job absence. 


Comparing Absenteeism Data 


The Bureau of Labor Statistics of the U.S. Department of Labor receives data on job 
absences from the Current Population Survey of Households conducted by the Bu- 
reau of the Census, and analyses of these data are published periodically. These anal- 
yses permit the identification of problem areas—industries, occupations, or groups 
of workers with the highest incidence of absence or with rapidly increasing rates of 
absence. Comparison with other organizations may be made by referring to Bureau 
of Labor Statistics data reported in the Monthly Labor Review or by consulting such 
reporting services as the Bureau of National Affairs or CCH. Both these organiza- 
tions and the data they provide can be found on the web, 


Costs of Absenteeism 


The cost of each person hour lost to absenteeism is based on the hourly weighted 
average salary, costs of employee benefits, supervisory costs, and incidental costs. For 
example, XYZ Company, with 1,200 employees, has 78,000 person hours lost to ab- 
senteeism; the total absence cost is $560,886. When this figure is divided by 1,200 
employees, the cost per employee is $467.41. (In this example, we are assuming the 
absent workers are paid. If absent workers are not paid, their salary figures are omit- 
ted from the computation.) 


Absenteeism and HR Planning 


While an employer may find that the overall absenteeism rate and costs are within 
an acceptable range, it is still advisable to study the statistics to determine whether 
there are patterns in the data. Rarely does absenteeism spread itself evenly across an 
organization. It is very likely that employees in one area (or occupational group) may 
have nearly perfect attendance records, while others in a different area may be absent 
frequently. By monitoring these differential attendance records, managers can assess 
where problems might exist and, more important, begin planning ways to resolve or 
improve the underlying causes, For example, incentives could be provided for perfect 
attendance. Alternatively, progressive discipline procedures might be used with em- 
ployees having a record of recurring absenteeism. 

By establishing a comprehensive absenteeism policy, Allen-Bradley (which is now a 
part of Rockwell Automation) cut absenteeism 83.5 percent in a twenty-five-month 
period, This reduced the strain on labor costs and increased productivity. 


Notes and References 


1. This quarterly report is part of the BNA Bul- and voluntary turnover, see Charles R. Performance and Voluntary Turnover,’ Acad- 
letin to Management. For an excellent review Williams and Linda Parrack Livingstone, emy of Management Journal 37, no. 2 (April 
of the relationship between performance “Another Look at the Relationship between 1994): 269-98. 
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Yuri Arcurs/Shutterstock.com 


LEARNING OUTCOME Explain the rea- 


sons behind passage of equal employ- 
ment opportunity (EEO) legislation. 


LEARNING OUTCOME 2 Prepare an out 


line describing the major EEO laws 
and the employment practices they 
prohibit. Describe what a bona fide 
occupational qualification is. 


UMUC Se Understand 


why sexual harassment, immigration 
reform, and other practices such as 
discrimination based on a person’s 
weight, appearance, and sexual ori- 
entation have become equal employ- 
ment opportunity issues. 


LEARNING OUTCOME & Explain how the 


Uniform Guidelines on Employee Selec- 
tion Procedures were developed and 
how firms use them to ensure they are 
abiding by the law. 


Understand the 


concepts of adverse impact and dispa- 
rate treatment. 


EZGU Ce Sk a Understand 


EEOC record-keeping and posting 
requirements. 


LEARNING OUTCOME Z Describe how 


discrimination charges are processed 
by the EEOC. 


Explain what af- 


firmative action is and how companies 
today are seeing the value of volun- 
tarily having diverse workforces. 
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ne of the most important topics that must be discussed in any human resources 


equal employ- management textbook is equal employment opportunity (EEO). Equal employment 
ment opportunity opportunity, or the employment of individuals in a fair and nonbiased manner, com- 
e indi mands the attention of the media, courts, legislators, HR managers, and their firms alike. In 
viduals in all aspects of 2010, a record 99,922 private-sector workplace discrimination charges were filed with the 
AL ee al ai LA U.S. Equal Employment Opportunity Commission (EEOC), the federal agency that enforces the 
fair and nonbiased manner nation’s fair employment laws.t Some of the increase in the charges is believed to have oc- 


curred as a result of poor economic conditions and a sense of desperation on the part of em- 
ployees who have lost their jobs. A more diverse and multicultural workforce has also made 
it increasingly important for managers to know and comply with a myriad of EEO laws. 

When managers ignore or are unaware of fair employment laws, they and their firms 
run the risk of costly and time-consuming litigation, negative public attention, and po- 
tentially lower sales, lower employee morale, and even damage to their own individual 
careers.* Because even unintentional discrimination can be illegal, supervisors need to 
be aware of their personal biases and how they can affect their dealings with their sub- 
ordinates.? Currently, Walmart is facing the biggest employment discrimination case in 
the nation’s history—a sex discrimination suit that could amount to billions of dollars in 
back pay for hundreds of thousands of female employees.* 

Discrimination lawsuits are not limited to just large companies such as Walmart, 
though. Even small businesses can face charges of discrimination. Small businesses are 
also vulnerable to discrimination charges because they often do not have the resources 
to fight them, or due to a lack of time or resources, have not diligently studied EEO laws 
and prepared for the EEO issues related to them that can arise. To see how firms can 
avoid these problems, read the small business feature in this chapter. 

Employment discrimination is not only a legal issue but an emotional one. It concerns 
all individuals, regardless of their sex, race, religion, age, national origin, color, physical 
condition, or position in an organization. Fortunately, it is a problem that can be mini- 
mized with good HR practices. This chapter will help you better understand how to do 
that. We will also discuss the diversity efforts companies are actively pursuing, not be- 
cause they have to for legal reasons but as a way to gain a strategic edge. HR profession- 
als agree that when all functions of HRM comply with the law, the organization becomes 

a fairer place to work and a more effective competitor. 
People’s attitudes to- 
wards discrimination 


ee enor Historical Perspective of EEO Legislation 


time in the United 


States. What do you Equal employment opportunity as a national priority has emerged slowly in the 
think will be the prevail- United States. Not until the mid-1950s and early 1960s did nondiscriminatory 
ing attitude of people employment practices receive a great deal of attention by the public. Three factors 
towards discrimination seem to have influenced the growth of EEO legislation: (1) changing attitudes to- 
20 years from now? Will © ward employment discrimination; (2) published reports highlighting the economic 
there be more or less problems and injustices experienced by minority workers; and (3) a growing body of 
discrimination in the disparate discrimination laws and regulations at different levels of government that 


workplace? Why? legislators felt should be standardized. 
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Small Business Application ulil 


The Perils of Non-Compliance 


Starting up a new business is an exciting prospect filled with both rewards and concerns. Ironically, the kind of suc- 
cess that leads to growth and additional staff can also open up a small business to a new type of risk: hefty fines 
and penalties that result from failing to comply with federal and state employment regulations. Few entrepreneurs are 
equipped with the knowledge or time to deal with these issues, yet they put themselves in danger if they ignore the 
complex and ever-evolving laws. 

That is why owners and managers of growing small businesses should consider conducting routine HR compliance 
assessments, either annually or perhaps each time the company reaches another significant increase in employees, for 
example, from less than five to closer to fifteen employees. 

And there are other occasions when a small firm should check its compliance as well. Eric A. Marks, a partner in 
charge of the Human Resources Consulting Practice at the New York accounting firm Marks Paneth & Shron explains, 
“Significant changes to the business, such as mergers; the retirement of senior managers; newly hired or promoted 
supervisors or managers who may lack HR experience; creation or revision of an employee handbook; changes in 
employee morale, turnover, attendance, or disciplinary problems; taking on government contracts where compliance 
requirements are often stricter; and major changes in state or federal regulations—any of these are danger signs. They 
signal that the business has a fresh need to address compliance and make sure its house is in order.” 

In short, an HR compliance assessment reviews how well an employer is following employment, benefits, and 
safety laws. Specifically, an assessment evaluates the fairness, adequacy, and legality of a company’s procedures and 
policies, such as its ability to keep thorough and confidential records, recruiting and selection processes, interview- 
ing techniques, education on harassment and discrimination, performance evaluation process, compensation program, 
disciplinary and termination processes, health and safety provisions, and employee handbook. 

Fortunately, small business owners do not have to remain in the danger zone. There are numerous HR consulting 
firms that can not only conduct a compliance assessment, they can assist the owner with rectifying any noncompliant 
systems and procedures and train the company’s managers and supervisors to maintain them. There are even HR com- 
pliance self-assessment forms available online. Help is only a mouse-click away. 

Source: “New Risks to Small Businesses” Marketwire,” (February 28, 2011), http://Awww2.marketwire.com; “HR Compliance Assessment 


Overview,” http://www.the-arnold-group.com/hr-assessment.cfm; “HR Challenges: Compliance,” http://www.strategic-workplace-solutions.com/ 
services/compliance. 


Changing National Values 


The United States was founded on the principles of individual merit, hard work, 
and equality. The Constitution grants to all citizens the right to life, liberty, and the 
pursuit of happiness. In spite of these constitutional guarantees, employment dis- 
crimination has a long history in the United States. Organizations that claim to offer 
fair treatment to employees have intentionally or unintentionally engaged in dis- 
criminatory practices. Well-known organizations such as Dow Chemical, Starbucks, 
Mitsubishi Motor Manufacturing of America, the U.S. Army, Lockheed Martin, 
Boeing, Home Depot, Morgan Stanley, and American Airlines have violated equal 
employment laws. 
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Public attitudes towards discrimination changed dramatically with the beginning 
of the civil rights movement during the late 1950s and early 1960s. Minorities— 
especially blacks—drew attention to their low economic and occupational positions 
by conducting marches, sit-ins, rallies, and clashes with public authorities.” The low 
employment status of women also gained recognition during this period. Supported 
by concerned individuals and church and civic leaders, the civil rights and women's 
movements received wide media coverage. The movements also led to a pronounced 
change in the attitudes of society. No longer was blatant discrimination acceptable. 

Nonetheless, economic disparities still persist. As you learned in Chapter 1, women, 
on average, make less than men, and nonwhite employees are likely to make less than 
white employees. Discrimination claims today are not limited to those involving just 
race and gender, though. Companies can find themselves sued for discriminating 
against people in many ways, including because of their age, religion, health, military 
status, the way they dress, and even their attractiveness. 


Early Legal Developments 


Since as early as the nineteenth century, the public has been aware of discrimina- 
tory employment practices in the United States. In 1866, Congress passed the Civil 
Rights Act, which extended to all people the right to enjoy full and equal benefits of 
all laws, regardless of their race. Beginning in the 1930s and 1940s, more specific fed- 
eral policies covering nondiscrimination began to emerge. In 1933, Congress enacted 
the Unemployment Relief Act, which prohibited employment discrimination on ac- 
count of race, color, or creed (religious beliefs). Then in 1941, President Franklin D. 
Roosevelt issued Executive Order 8802, which was to ensure that every American 
citizen, “regardless of race, creed, color, or national origin,’ would be guaranteed equal 
employment opportunities for workers employed by firms awarded World War II 
defense contracts. Over the next twenty years a variety of other legislative efforts were 
promoted to resolve inequities in employment practices. 

Unfortunately, these early efforts did little to correct employment discrimination, 
First, at both the state and federal levels, nondiscrimination laws often failed to give any 
enforcement powers to the agency charged with upholding the law. Second, the laws 
that were passed frequently neglected to list specific discriminatory practices or methods 
that needed to be corrected. Third, employers covered by the acts were required only to 
comply voluntarily with the equal employment opportunity legislation, Without a com- 
pulsory requirement, they often violated discrimination laws without being penalized. 


Government Regulation of Equal 
Employment Opportunity 


LEARNING OUTCOME 2 Despite their shortcomings, the laws and executive orders discussed in the previous 


How have EEO laws section laid the groundwork for a significant number of laws that have since been 
changed over time? passed barring employment discrimination. Today it is illegal to discriminate against 
What do you think HR either an applicant or an employee because of that person’s race, color, religion, sex 
managers and first-line (including pregnancy status), national origin, age, disabilities, or genetic information. 
supervisors need to do It is also illegal to retaliate against a person because he or she complained about 
to stay up to date on discrimination, filed a charge of discrimination, or participated in an employment dis- 


the changes in the laws? crimination investigation or lawsuit. This is important to note because retaliation has 
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become the most frequent EEO complaint. We will talk more about retaliation later 
in the chapter.” 

Part of the reason why it’s so critical for managers and supervisors to understand 
and apply EEO laws is that employees act as “agents” of their employers. In other 
words, they act on the legal behalf of their employers. So, for example, if a man- 
ager or supervisor violates the law both she and her organization can face legal conse- 
quences. The organization cannot claim that it is not legally responsible for what the 
manager or supervisor did. 

Figure 3.1 shows the various prohibited HR activities related to hiring, promoting, 
compensating employees, and so forth covered by EEO laws. If you think you already 
know what constitutes a legal or illegal employment practice, you might be surprised. 
Highlights in HRM 1 will test your current understanding of how equal employ- 
ment opportunity laws are applied in the workplace. By the time you have finished 
reading this chapter, you will have a much better understanding of the topic and how 
to use this information to be a better manager. 


FIGURE 
3 1 Prohibited Discriminatory Employment Practices 


It is illegal to discriminate in any aspect of employment, including: 
hiring and firing; 
compensation, assignment, or classification of employees; 
transfer, promotion, layoff, or recall; 
job advertisements; 
recruitment; 
testing; 
use of company facilities; 
training and apprenticeship programs; 
fringe benefits; 
pay, retirement plans, and disability leave; or 
other terms and conditions of employment. 


Discriminatory practices under these laws also include: 


harassment on the basis of race, color, religion, sex, national origin, disability, genetic information, or age; 
retaliation against an individual for filing a charge of discrimination, participating in an investigation, 
or opposing discriminatory practices; 

employment decisions based on stereotypes or assumptions about the abilities, traits, or performance of 
individuals of a certain sex, race, age, religion, or ethnic group, or individuals with disabilities, or based 
on myths or assumptions about an individual’s genetic information; and 

denying employment opportunities to a person because of marriage to, or association with, an individual 
of a particular race, religion, national origin, or an individual with a disability. Title VII also prohibits discrim- 
ination because of participation in schools or places of worship associated with a particular racial, ethnic, 
or religious group. 


Source: U.S. Equal Employment Opportunity Commission. 
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Major Federal Laws 


Major federal EEO laws have been enacted to prevent discrimination against groups 
of workers most often affected by unfair employment practices. These groups are re- 


protected classes ferred to as protected classes.” Defined broadly, the classes include employees of a 
Individuals of a minority particular race, color, religion, national origin, sex, age, and those with physical or 
bese BN eels ia mental disabilities. Separate federal laws cover each of these classes. Figure 3.2 lists 
who are covered by federal the major federal laws and their provisions governing equal employment opportunity. 
laws on equal employment Next, we will discuss each of them. 


opportunity 
Equal Pay Act of 1963 
The Equal Pay Act makes it illegal to discriminate against people in terms of the 
pay, employee benefits, and pension they earn based on their gender when they 
do equal work.!? Jobs are considered “equal” when they require substantially the 
same skill, effort, and responsibility under similar working conditions and in the 


FIGURE 
3 9 Major Laws Affecting Equal Employment Opportunity 


LAW PROVISIONS 


Equal Pay Act of 1963 Requires all employers covered by the Fair Labor Standards Act and others to 
provide equal pay for equal work, regardless of sex. 


Title VII of Civil Rights Act of 1964 Prohibits discrimination in employment on the basis of race, color, religion, sex, or 
(amended in 1972, 1991, 1994, and national origin; created the Equal Employment Opportunity Commission (EEOC) to 
2009) enforce the provisions of Title VII. 


Age Discrimination in Employment Prohibits private and public employers from discriminating against people age 
Act of 1967 (amended in 1986 and forty or older in any area of employment because of age; exceptions are permitted 
1990) when age is a bona fide occupational qualification. 


Equal Employment Opportunity Act Amended Title VII of Civil Rights Act of 1964; strengthens the EEOC’s enforcement 
of 1972 powers and extends coverage of Title VII to government employees, employees in 
higher education, and other employers and employees. 


Pregnancy Discrimination Act of Broadens the definition of sex discrimination to include pregnancy, childbirth, 

1978 or related medical conditions; prohibits employers from discriminating against 
pregnant women in employment benefits if they are capable of performing their 
job duties. 


Americans with Disabilities Act of Prohibits discrimination in employment against people with physical or 

1990 (amended in 2008) mental disabilities or the chronically ill; enjoins employers to make reasonable 
accommodation to the employment needs of the disabled; covers employers with 
fifteen or more employees. 


Civil Rights Act of 1991 Provides for compensatory and punitive damages and jury trials in cases involving 
intentional discrimination; requires employers to demonstrate that job practices 
are job-related and consistent with business necessity; extends coverage to U.S. 
citizens working for U.S. companies overseas. 


Uniformed Services Employment and Protects the employment rights of individuals who enter the military for short 
Reemployment Rights Act of 1994 periods of service. 
(amended in 1998, 2004, and 2008) 


Don’t Ask, Don’t Tell Repeal Act of Bars discrimination against military personnel based on their sexual orientations. 
2010 
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same establishment. For example, male and female plastic molders working for 
Medical Plastics Laboratory, a company based in Texas, must not be paid differ- 
ently simply because of their gender. However, a company does not violate the 
Equal Pay Act when the differences in the wages it pays to men and women for 
equal work are based on seniority systems, merit considerations, or the workers’ 
quantity or quality of production. Also, if a pay disparity between the sexes ex- 
ists, employers cannot legally lower the wages of one gender to comply with the 
law; rather, they must raise the wages of the gender being underpaid. The Equal 
Pay Act was passed as an amendment to the Fair Labor Standards Act (FLSA), 
and it covers employers engaged in interstate commerce and most government 
employees. 


Civil Rights Act of 1964 

The Civil Rights Act of 1964 is a landmark law that addresses discrimination in so- 
ciety in general in the United States, It is the broadest and most significant of the 
antidiscrimination statutes. Title VII of the act specifically bars employment dis- 
crimination in all HR activities, including hiring, training, promotion, transfers, pay, 
employee benefits, and other conditions of employment. Discrimination is prohib- 
ited on the basis of race, color, religion, sex, or national origin. Along with prohibit- 
ing employment discrimination, Title VII of the Civil Rights Act created the Equal 
Employment Opportunity Commission. 

In response to the growing number of immigrant workers and workplace cultural and 
ethnic awareness, the EEOC has issued important guidelines on national origin discrim- 
ination.’ A “national origin group’ is defined as a group of people sharing a common 
language, culture, ancestry, and/or similar social characteristics. This definition includes 
people born in the United States who are not racial or ethnic minorities. Therefore, 
whether the ancestry of an employee or job applicant is Mexican, Ukrainian, Filipino, 
Arab, Native American, or any other nationality, he or she is entitled to the same em- 
ployment opportunities as anyone else.'* Also prohibited under the act is discrimination 
based on pregnancy or a medical condition related to it or childbirth. The law protects 
hourly employees, supervisors, professional employees, managers, and executives from 
discriminatory practices. 

Although the provisions of Title VII are extensive, the law does permit various ex- 
emptions. For example, as with the Equal Pay Act, managers are permitted to apply 
employment conditions differently if those differences are based on such objective 
factors as merit, seniority, or incentive payments. For example, the law would permit 
the promotion of a male office worker over a female office worker if the promo- 
tion was based on the superior skills and abilities of the male. Nowhere does the 
law require employers to hire, promote, or retain workers who are not qualified to 
perform their job duties. And managers may still reward employees differently, pro- 
vided these differences are not predicated on the employees’ race, color, sex, religion, 
or national origin. 

The Civil Rights Act of 1964 covers a broad range of organizations. The law in- 


cludes under its jurisdiction the following: 


1, All private employers in interstate commerce who employ fifteen or more employ- 
ees for twenty or more weeks per year 


2. State and local governments 


3. Private and public employment agencies 
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HIGHLIGHTS IN HRM 


Test Your Knowledge of Equal 
Employment Opportunity Law 


The following questions have been used as “icebreakers” by employers and consultants when training supervisors and 
managers in EEO legislation. What is your knowledge of EEO laws? Answers are found at the end of this chapter. 


1. Two male employees tell a sexually explicit joke. The joke is overheard by a female employee who complains to her 
supervisor that this is sexual harassment. Is her complaint legitimate? 
Yes No 


2. To be covered by Title VII of the Civil Rights Act, an employer must be engaged in interstate commerce and em- 
ploy twenty-five or more employees. 
True False 


3. People addicted to illegal drugs are classified as disabled under the Americans with Disabilities Act of 1990. 
Yes No 


4. The Equal Pay Act of 1963 allows employers to pay different wages to men and women who are performing sub- 
stantially similar work. What are the three defenses for paying a different wage? 
ale 
2s 
3. 


5. A person applies for a job as a janitor at your company. During his interview with you, the person mentions that 
since birth he has sometimes experienced short periods of memory loss. Must you consider this individual a dis- 
abled person under the Americans with Disabilities Act of 1990? 

Yes No 


6. On Friday afternoon, you tell Nancy Penley, a computer analyst, that she must work overtime the next day. She 
refuses, saying that Saturday is her regular religious holiday and she can’t work. Do you have the legal right to 
order her to work on Saturday? 

Yes No 


7. You have just told an applicant that she will not receive the job for which she applied. She claims that you denied 
her employment because of her age (she’s 52). You claim she is not protected under the age discrimination law. Is 
your reasoning correct? 

Yes No 


8. As an employer, you can select those applicants who are the most qualified in terms of education and experience. 
Yes No 


9. As a manager, you have the legal right to mandate dates for pregnancy leaves. 
True False 


10. State and local fair employment practice laws cover smaller employers not covered by federal legislation. 
True False 
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4, Joint labor-management committees that govern apprenticeship or training 
programs 


5. Labor unions having fifteen or more members or employees 
6. Public and private educational institutions 
7. Foreign subsidiaries of U.S. organizations employing U.S. citizens 


Certain employers are excluded from coverage of the Civil Rights Act. Broadly de- 
fined, these are (1) U.S. government—owned corporations, (2) bona fide, tax-exempt 
private clubs, (3) religious organizations employing people of a specific religion, and 
(4) organizations hiring Native Americans on or near a reservation. The Civil Rights 
Act of 1964 established the Equal Employment Opportunity Commission to admin- 
ister the law in order to promote equal employment opportunity. The commission's 
structure and operations will be reviewed later in this chapter. 


Bona Fide Occupational Qualification, Under Title VII of the Civil Rights Act, 
employers are permitted limited exemptions from antidiscrimination regulations if 
the employment preferences are based on a bona fide occupational qualification, A 
bona fide occupational qualification (BFOQ) permits discrimination when em- bona fide occupa- 
ployer hiring preferences are a reasonable necessity for the normal operation of the tional qualification 
business. Courts have ruled that a business necessity is a practice that is necessary (BFOQ) 
for the safe and efficient operation of the organization. a 
However, a BFOQ is a suitable defense against a discrimination charge only when When age, TIRION ak a 
age, religion, sex, or national origin is an actual qualification for performing the job. national origin is an actual 
For example, an older person could legitimately be excluded from consideration for qualification for performing 
employment as a model for teenage designer jeans. It is also reasonable to expect the ine io} 
Chicago Bears of the National Football League to hire male locker-room attendants business necessity 
or for Abercrombie and Fitch Clothing Store to employ females as models for wom- 4 work-related practice that 
ens fashions, Religion is a BFOQ in organizations that require employees to share is necessary to the safe and 
a particular religious doctrine. National origin can also be a BFOQ if it is an actual pe el oran 
qualification for a job. For example, to ensure the “authenticity” of the dining expe- 
rience, an Asian restaurant could use the business-necessity defense to support its 
preference for hiring Asian American servers. Likewise, a filmmaker could legally ad- 
vertise an acting role seeking a Native American to play a Native American character. 
The BFOQ exception does not apply to discrimination based on race or color, though. 
The EEOC also does not favor BFOQs, and both the EEOC and the courts have con- 
strued the concept narrowly. When an organization claims a BFOQ, it must be able to prove 
that hiring on the basis of sex, religion, age, or national origin is a business necessity. 


Religious Preference. Title VII of the Civil Rights Act prohibits employment dis- 
crimination based on a person's religion. Title VII does not require employers to grant 
complete religious freedom in employment situations, however. Employers need only 
make a reasonable accommodation for a current employee's or job applicant's religious 
observance or practice without incurring undue hardship in the conduct of the busi- 
ness. Managers or supervisors may have to accommodate an employee's religion in the 
specific areas of (1) holidays and observances (scheduling), (2) personal appearance 
(wearing beards, veils, or turbans), and (3) religious conduct on the job (missionary 
work among other employees). 

What constitutes “reasonable accommodation” can be difficult to define. For exam- 
ple, when a library employee was fired for violating a dress code by wearing a cross, 
she sued under the First Amendment of the United States Constitution. The court 
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Title VII of the 
Civil Rights Act 
requires employers 
to make reasonable 
accommodations 
for an employee's 
religious practices 
and observances. 


Zurijeta/Shutterstock.com 


found that the library's interest in enforcing its dress code did not outweigh the em- 
ployee's right to free speech or the free exercise of her religion. By contrast, when an 
office worker sued her employer for failing to accommodate her religious practice of 
ending some conversations with, “Have a blessed day,’ an appeals court ruled against 
her. The court said that use of the phrase is not a requirement of her religion and 


held that the employer did not have to satisfy an employee's every desire.’ 


The Supreme Court tried to clarify the issue of religion in TWA v. Hardison by 
ruling that employers had only to bear a minimum cost to show accommodation. The 
department in which Hardison, the plaintiff, worked at TWA was a twenty-four- 
hours-a-day operation. Hardison’s religious beliefs prevented him from a working a 
certain shift on the Sabbath. The problem was that TWA could not accommodate 
him without violating a seniority provision that gave other employees with more se- 
niority their shift preferences, To cover Hardison’s shift, TWA would have had to 
hire an extra employee or pay current employees overtime to work it. The Hardison 
case is important because it supported union management seniority systems in which 
the employer had made a reasonable attempt to adjust an employee's work schedule 
without undue hardship. 

Employer-employee cooperation and flexibility are often the key when it 
comes to employment accommodations, including those for religious rea- 
; sons. Following 9/11, the Pentagon opened a chapel in its facility where 
Using the INTERNET anyone of any faith can go to pray, and an Imam conducts a service for 
Muslim personnel in the chapel on Fridays. Likewise, instead of mandat- 
ing all employees take Christian holidays such as Christmas and Easter off, 
some firms let employees substitute different days to observe their own be- 
liefs or trade days off with other employees. The EEOC’s position is not 
that firms need to quash religious expression in the workplace but to make a 
reasonable effort to accommodate people with different belief systems. 
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Amendments to the Civil Rights Act of 1964 


Equal Employment Opportunity Act of 1972, In 1972 the Civil Rights Act of 
1964 was amended by the Equal Employment Opportunity Act. Two important 
changes were made. First, the coverage of the act was broadened to include state and 
local governments and public and private educational institutions. Second, the law 
strengthened the enforcement powers of the EEOC by allowing the agency itself to 
sue employers in court to enforce the provisions of the act. 


Civil Rights Act of 1991, The Civil Rights Act of 1991 was enacted in response to 
a series of Supreme Court decisions limiting the rights of employees who had sued 
their employers for discrimination. One of the major elements of the law is that em- 
ployees who can prove they were intentionally discriminated against can seek com- 
pensatory monetary damages. Compensatory damages include money for emotional 
pain, suffering, mental anguish, and so forth. Additional money can be awarded to 
employees in the form of “punitive” damages if it can be shown that the employer en- 
gaged in discrimination with malice or reckless indifference to the law. 

The Civil Rights Act of 1991 also states that employees who are sent abroad to 
work for U.S.-based companies are protected by U.S. antidiscrimination legislation 
governing age and disability and Title VII of the Civil Rights Act of 1964. Thus em- 
ployees can sue their U.S. employers for claims of discriminatory treatment while 
employed in a foreign country. 


Glass Ceiling Act of 1991. The Glass Ceiling Act of 1991 was passed jointly with 
the Civil Rights Act of 1991. The “glass ceiling” represents an invisible barrier that 
prohibits protected class members from reaching top organizational positions. The 
act created the Glass Ceiling Commission to study and report on the status of and 
obstacles faced by minorities as they strive for top-level management jobs. The Com- 
missions most recent report can be found on the EEOC’s website. Additional discus- 
sion of the glass ceiling can be found in Chapter 5. 


Lily Ledbetter Fair Pay Act (2009). The Lily Ledbetter Fair Pay Act states that the 
180-day statute of limitations for filing an equal-pay lawsuit with EEOC resets with 
each new discriminatory paycheck an employee receives—not the date the employee re- 
ceived his or her first discriminatory paycheck as the U.S. Supreme Court had ruled. 
What this means is that employees can claim discrimination after years of getting unfair 
pay and demand to be compensated for the lost wages. Organizations therefore need to 
diligently and regularly examine their pay systems carefully to be sure they are equitable. 


Age Discrimination in Employment Act of 1967 

The Age Discrimination in Employment Act (ADEA) prohibits specific employers 
from discriminating against employees and applicants age forty or older in any em- 
ployment area. Employers affected are those with twenty or more employees; unions 
with twenty-five or more members; employment agencies; and federal, state, and local 
governments. In recent years the number of age discrimination complaints filed with 
the EEOC has been steadily trending upward. Considering the fact that the U.S. 
workforce is aging, this perhaps should come as no surprise.‘ Managers or supervi- 
sors discriminate against older employees if they: 


a Exclude older workers from important work activities. 


= Make negative changes in the performance evaluations of older employees. 
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= Deny older employees job-related education, career development, or promotional 
opportunities. 


a Select younger job applicants over older, better-qualified candidates. 


= Pressure older employees into taking early retirement or terminate them. 


= Reduce the job duties and responsibilities of older employees.) 


Exceptions to the law are permitted when age is a bona fide occupational qualifica- 
tion. A BFOQ may exist when an employer can show that advanced age may affect 
public safety or organizational efficiency, For example, such a condition might exist 
for bus or truck drivers or for locomotive engineers. 

In 2009 the U.S. Supreme Court raised the bar for employees trying to prove dis- 
crimination claims by ruling that employers are not violating the law if “reasonable 
factors other than age” affect how the employees were treated. 


Amendments to the ADEA 


Older Workers Benefit Protection Act of 1990. The Older Workers Benefit Pro- 

tection Act of 1990 specifically prohibits employers from denying benefits to older 

employees except in limited circumstances. The law also allows employers to ask 

older employees to waive their legal rights under the ADEA in exchange for compen- 

sation such as severance packages or court settlements. As a result of the act, many 

firms that have downsized have been able to legally offer older employees 

Using the INTERNET early-retirement severance packages. However, to be valid, an ADEA waiver 

must be in writing, clear, and understandable, and the recipients need to be 
given a certain amount of time to consider the offer in the waiver. 


Pregnancy Discrimination Act of 1978 

Before the passage of the Pregnancy Discrimination Act, pregnant women 
could be forced to resign or take a leave of absence because of their condi- 
tion. In addition, employers did not have to provide disability or medical 
coverage for pregnancy. The Pregnancy Discrimination Act amended the 
Civil Rights Act of 1964 by stating that pregnancy is a disability and that pregnant 
employees in covered organizations must be treated on an equal basis with employees 
having other medical conditions. So, for example, it is illegal for employers to deny 
sick leave for morning sickness or related pregnancy illness if sick leave is permit- 
ted for other medical conditions such as flu or surgical operations. Specifically, the 
Pregnancy Discrimination Act affects employee benefit programs including (1) hos- 
pitalization and major medical insurance, (2) temporary disability and salary con- 
tinuation plans, and (3) sick leave policies.© The law also prohibits discrimination 
in the hiring, promotion, transfer, or termination of women because of pregnancy. 
Women must be evaluated on their ability to perform the job, and employers may 
not set arbitrary dates for mandatory pregnancy leaves. Leave dates are to be based 
on the individual pregnant employee's ability to work. 


Americans with Disabilities Act of 1990 

Discrimination against the disabled was first prohibited in federally funded activi- 
ties by the Vocational Rehabilitation Act of 1973 (to be discussed later). However, 
the disabled were not among the protected classes covered by the Civil Rights Act 
of 1964. To remedy this shortcoming, Congress in 1990 passed the Americans with 
Disabilities Act (ADA), which prohibits employers from discriminating against indi- 
viduals with physical and mental disabilities and the chronically ill.” 
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The law defines a disability as “(a) a physical or mental impairment that substan- 
tially limits one or more of the major activities; (b) a record of such impairment; or (c) 
being regarded as having such an impairment.’ Note that the law also protects people 
“regarded” as having a disability—for example, individuals with disfiguring burns. 

Managers and supervisors remark that the ADA is difficult to administer because 

of the ambiguous definition of a disability, particularly mental impairment. The is- 
sue is what is a disability? It sounds like a simple question, yet it is not. Not every 
mental or physical impairment is considered a disability under the law. For exam- 
ple, significant personality disorders are covered under the EEOC’s “Enforcement 
Guidance on the Americans with Disabilities Act and Psychiatric Disabilities.’! 
Covered personality disorders include schizophrenia, bipolar disorders, major affec- 
tive disorders, personality disorders, and anxiety disorders. These impairments are 
characterized by aberrant behavior, self-defeating behavior, manipulation of others, 
and troublesome manners of behavior. However, mental impairments described 
as “adjustment disorders’ or attributed to stress have generally not been subject to 
ADA coverage. Therefore, employees who claim to be “stressed” over marital prob- 
lems, financial hardships, demands of the work environment, job duties, or harsh 
and unreasonable treatment from a supervisor would not be classified as disabled 
under the ADA. 

The act requires employers to make a reasonable accommodation for disabled 
people who are otherwise qualified to work, unless doing so would cause undue 
hardship to the employer.!? “Undue hardship” refers to unusual work modifications 
or excessive expenses that might be incurred by an employer in providing an accom- 
modation, Reasonable accommodation “includes making facilities accessible and us- reasonable 
able to disabled persons, restructuring jobs, permitting part-time or modified work accommodation 
schedules, reassigning to a vacant position, changing equipment, and/or expense.” An attempt by employers to 


“Reasonable” is to be determined according to (1) the nature and cost of the accom- adjust, without undue hard- 
ship, the working conditions 


modation and (2) the financial resources, size, and profitability of the facility and par- or schedules of employees 


ent organization, with disabilities or religious 
preferences 


Furthermore, employers cannot use selection procedures that screen out or tend to 
screen out disabled people, unless the selection procedure “is shown to be job-related 
for the position in question and is consistent with business necessity” and acceptable 
job performance cannot be achieved through reasonable accommodation. (“Essential 
functions,’ a pivotal issue for ensuring reasonable 
accommodation, will be discussed in Chapter 4.) 
Information and forms related to the health of 
employees must be kept confidential and separate 
from their regular personnel files. 

The act prohibits covered employers from dis- 
criminating against a qualified individual regarding 
application for employment, hiring, advancement, 
discharge, compensation, training, or other em- 
ployment conditions. The law incorporates the 
procedures and remedies found in Title VII of the 
Civil Rights Act, allowing job applicants or em- 
ployees initial employment, reinstatement, back 
pay, and other injunctive relief against employers 
who violate the statute. The act covers employers 
with fifteen or more employees. The EEOC en- 
forces the law in the same manner that Title VII 


of the Civil Rights Act is enforced. 


The ADA prohibits 
employers from 
discriminating against 
individuals regarded 
as having physical or 
mental disabilities. 
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Hiring disabled individuals is not only a legal mandate, it is also good business. Em- 
ployers subject to the ADA and those who value the varied skills and abilities of the 
disabled approach the law as a proactive business requirement. Hiring the disabled 
emphasizes what these individuals can do rather than what they cannot do. Two of 
the most comprehensive studies conducted on the ADA show that the law has had a 
positive effect on both business outcomes and disabled employees. Conducted by the 
National Council on Disability (NCD), the studies reported positive gains regarding 
the ADAS four major goals: equal opportunity, full participation, independent living, 
and economic self-sufficiency for people with disabilities.” 

Can employers place disabled people in jobs without carefully considering their dis- 
abilities? No. Nor is it always possible for employers to make reasonable accommoda- 
tions for the disabled. However, it is good business to hire qualified disabled people 
who can work safely and productively. Fortunately, there exist today manual and 
electronic devices to aid hearing-impaired, visually impaired, and mobility-impaired 
employees. In many cases, the simple restructuring of jobs permits disabled persons 
to qualify for employment. Figure 3.3 identifies specific ways to make the workplace 
more accessible to the disabled. 


Amendments to the ADA 


Americans with Disabilities Act Amendments Act. In response to court rulings 
that had weakened the ADA, in 2008, the Americans with Disabilities Act Amend- 
ments Act (ADAAA) was enacted. The ADAAA broadened the definition of what 
constitutes a disability. Previously, the Supreme Court had ruled that the language 
in the ADA defining a disability as “a physical or mental impairment that substan- 
tially limits one or more of the major activities” had to be interpreted strictly and a 
demanding standard applied for a person to qualify. The new act, which indicated 
that it was not Congress's intent for the law to be so restrictive, makes it less likely a 
person will be denied protection because his or her condition does not seem severe 
enough or because it is improved by drugs, prosthetic devices, and so forth. 


FIGURE 
3 3 ADA Suggestions for an Accessible Workplace 


Install easy-to-reach switches. Remove turnstiles and revolving doors or provide 
Provide sloping sidewalks and entrances. alternative accessible paths. 

Install wheelchair ramps. Install holding bars in toilet areas. 

Reposition shelves for the easy reach of materials. Redesign toilet partitions to increase access 
Rearrange tables, chairs, vending machines, dis- space. 

pensers, and other furniture and fixtures. Add paper cup dispensers at water fountains. 
Widen doors and hallways. Replace high-pile, low-density carpeting. 

Add raised markings on control buttons. Reposition telephones, water fountains, and 
Provide designated accessible parking spaces. other needed equipment. 

Install hand controls or manipulation devices. Add raised toilet seats. 

Provide flashing alarm lights. Provide a full-length bathroom mirror. 
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After the passage of the law, the EEOC filed a number of suits against companies 
including one that alleged that a longtime cashier with severe arthritis was denied a 
reasonable accommodation—a stool. The woman had used the stool for seven years, 
but a new manager did not like the fact and had terminated her,” 


Genetic Information Nondiscrimination Act of 2008 

Employers have been known to discriminate against employees based on genetic infor- 
mation. In 2002, BNSF Railway paid millions of dollars to settle an EEOC suit alleg- 
ing the firm genetically tested employees without their knowledge or consent. The test 
was part of a medical examination given to employees who had filed claims or internal 
reports related to on-the-job carpal tunnel syndrome injuries. The case, which was the 
first ever of its type filed by the EEOC, got the attention of the public. People began 
to worry their employers would be legally allowed to review their genetic information 
and discriminate against them if it showed they had a propensity to get sick. 

The Genetic Information Nondiscrimination Act (GINA) enacted in 2008 was 
passed to alleviate people's fears that their genetic information would be misused. 
Under Title II of the act, employers are prohibited from requesting, requiring, or pur- 
chasing the genetic information of workers or their family members. Employers that 
happen to possess genetic information as a result of health insurance records must 
keep the information confidential and separate from an employee's personnel files,” 


Uniformed Services Employment and Reemployment Rights 
Act of 1994 (USERRA) 

The Uniformed Services Employment and Reemployment Rights Act of 1994 
(USERRA) covers all military personnel, including National Guard members, re- 
servists, and active-duty military personnel, who enlist either voluntarily or involun- 
tarily during peace or wartime. Under this act, people who enter the military for a 
total of five years can return to their private sector jobs without risk of loss of se- 
niority or benefits.” The act protects against discrimination on the basis of military 
obligation in the areas of hiring, job retention, and advancement. Other provisions 
under the act require employers to make reasonable efforts to retrain or upgrade the 
skills of employees to qualify them for reemployment. Employers must also continue 
to let employees and their dependents participate in their health care plans, and the 
workers’ pension plans must continue as if they had been continuously employed. 
The law does not require employers to pay the workers’ wages while they are enlisted. 
However, some companies do offer enlisted personnel partial wages. 


Amendments to the USERRA 
Veterans Benefits Improvement Act. In 2004, the USERRA was amended by 


the Veterans Benefits Improvement Act requiring employers to provide a notice of 
rights, benefits, and obligations of both employees and employers under USERRA.” 
For their part, service members must provide their employers advance notice of their 
military obligations in order to be protected by the reemployment rights statute. The 
Labor Department’s Veterans Employment and Training Service is responsible for 
enforcing the law. 


Other Federal Laws and Executive Orders 


Because the major laws affecting equal employment opportunity do not cover agencies 
of the federal government and because state laws do not apply to federal employees, 
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it has at times been necessary for the president to issue executive orders to protect 
federal employees. Executive orders are also used to provide equal employment op- 
portunity to individuals employed by government contractors. Since many large 
employers—such as General Dynamics, Intel, Dell Computer, and Motorola—and 
numerous small companies have contracts with the federal government, managers are 
expected to know and comply with the provisions of executive orders and other laws. 
The federal laws and executive orders that apply to government agencies and govern- 
ment contractors are summarized in Figure 3.4. 

It is not just the government that is interested in ensuring minorities have equal 
opportunities, though. Many firms today are making it a point to search for diverse 
suppliers to contract with, as this chapter's small business box shows. 


Vocational Rehabilitation Act of 1973 
People with disabilities experience discrimination both because of negative attitudes 
regarding their ability to perform work and because of physical barriers imposed by 
organizational facilities. The Vocational Rehabilitation Act was passed in 1973 to 
correct these problems by requiring private employers with federal contracts over 
$2,500 to take action to hire individuals with a mental or physical disability, Recipi- 
ents of federal financial assistance, such as public and private colleges and universities, 
are also covered, Employers must make a reasonable accommodation to hire disabled 
individuals but are not required to employ unqualified people. In applying the safe- 
disabled individual guards of this law, the term disabled individual means “any person who (1) has a 


Any person who (1) has a physical or mental impairment which substantially limits one or more of such per- 
physical or mental impair- sons major life activities, (2) has a record of such an impairment, or (3) is regarded as 
ment that substantially limits lavi h i : This definiti losel llelsthedefiniti f disabled 
one or more of the person's aving such an impairment.’ This definition closely parallels the definition of disable 


major life activities, (2)hasa individual provided in the Americans with Disabilities Act previously discussed. 

eee A frequently asked question is: “Are employees affected with contagious diseases 

such an impairment subject to the act's coverage?” The courts have said yes.” In cases when people with 
contagious diseases are “otherwise qualified” to do their jobs, the law requires em- 
ployers to make a reasonable accommodation to allow the disabled to perform their 


jobs.”° Individuals with AIDS or HIV are also disabled within the meaning of the 


FIGURE 
3 4 EEO Rules Applicable to Federal Contractors and Agencies 


LAW PROVISIONS 


Vocational Rehabilitation Prohibits federal contractors from discriminating against disabled individuals in any program 
Act of 1973 (amended in or activity receiving federal financial assistance; requires federal contractors to develop 
1974) affirmative action plans to hire and promote disabled people. 


Executive Order 11246 Prohibits employment discrimination based on race, color, religion, sex, or national origin by 

(1965), as amended by government contractors with contracts exceeding $10,000; requires contractors employing 

Order 11375 (1966) fifty or more workers to develop affirmative action plans when government contracts 
exceed $50,000 per year. 


Executive Order 11478 Obligates the federal government to ensure that all personnel actions affecting applicants 
(1969) for employment be free from discrimination based on race, color, religion, sex, or national 
origin. 
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Rehabilitation Act. Therefore, discrimination on the basis of AIDS/HIV violates 
the law, and employers must accommodate the employment needs of people with 
these conditions. However, the Rehabilitation Act does not require employers to hire 
or retain a disabled person if he or she has a contagious disease that poses a direct 
threat to the health or safety of others and the individual cannot be accommodated. 
Also, employment is not required when some aspect of the employee's disability pre- 
vents that person from carrying out essential parts of the job, nor is it required if the 
disabled person is not otherwise qualified. 


Executive Order 11246 
Federal agencies and government contractors with contracts of $10,000 or more 
must comply with the antidiscrimination provisions of Executive Order 11246, The 
order prohibits discrimination based on race, color, religion, sex, or national origin in 
all employment activities. Furthermore, it requires that government contractors or 
subcontractors having fifty or more employees with contracts in excess of $50,000 
develop affirmative action plans; such plans will be discussed later in the chapter. 
Executive Order 11246 created the Office of Federal Contract Compliance Pro- 
grams (OFCCP) to ensure equal employment opportunity in the federal procure- 
ment area. The agency issues nondiscriminatory guidelines and regulations similar to 
those issued by the EEOC. Noncompliance with OFCCP policies can result in the 
cancellation or suspension of government contracts. The OFCCP is further charged 
with requiring that contractors provide job opportunities to the disabled, disabled 
veterans, and veterans of the Vietnam War. 


Don't Ask, Don't Tell Repeal Act of 2010. In 2010, the Don't Ask, Don't Tell Re- 
peal Act was enacted to end the ban on gay or bisexual persons openly serving in 
the U.S. military—The ban was established as a compromise between the Clinton 
Administration and Congress in the mid-1990s to prevent members of the military 
from being dishonorably discharged for being gay, so long as they did not openly re- 
veal their sexual orientation, The act repealing the ban outlines reforms that will be 
gradually implemented by the armed forces. 


Fair Employment Practice Laws 


Federal laws and executive orders provide the major regulations governing equal 

employment opportunity. But, in addition, almost all states and many local gov- 

ernments have passed laws barring employment discrimination. Referred to as 

fair employment practices (FEPs), these statutes are often more comprehensive fair employment 

than the federal laws. Although these laws are too numerous to review here, manag- practices (FEPs) 

ers should be aware of them and how they affect HRM in their organizations. State and local laws govern- 
State and local FEPs are patterned after federal legislation but often extend antidis- oe te eee 

crimination laws to employers with one or more workers. Managers and entrepreneurs comprehensive than federal 

operating small businesses must pay close attention to these laws because they can be laws and apply to small 

quite restrictive. They can bar discrimination based on any number of factors, including employers 

a person’ sexual orientation, physical appearance, marital status, arrest records, color 

blindness, or political affiliation. State and local agencies that enforce antidiscrimination 

laws are called Fair Employment Practices Agencies (FEPAs). The Ohio Civil Rights 

Commission and the Massachusetts Commission against Discrimination are examples. 

FEPAs work together with the EEOC to resolve discrimination complaints,” 
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Human Resources Management in Perspective 


LEARNING OUTCOME 3 


Which types of discrim- 
ination do you think 
managers are most 
likely to have to deal 
with on a regular basis 
and why? 


sexual harassment 


Unwelcome advances, 
requests for sexual favors, 
and other verbal or physical 
conduct of a sexual nature in 
the working environment 


Other Equal Employment Opportunity Issues 


Federal laws, executive orders, court cases, and state and local statutes provide the 
broad legal framework for equal employment opportunity, Within these major laws, 
specific issues are of particular interest to supervisors and managers. The situations 
discussed in this section occur in the day-to-day supervision of employees. 


Sexual Harassment 


Sexual harassment refers to unwelcome sexual advances, requests for sexual favors, and 
other verbal or physical harassment of a sexual nature. However, according to the EEOC, 
it can also include offensive remarks about a person's sex. Both the victim and the ha- 
rasser can be either a woman or a man, and the victim and the harasser can be the same 
sex. The harasser can be the victim's supervisor, a supervisor in another area, a coworker, 
or someone who is not an employee of the employer, such as a client or customer.”8 

The EEOC recognizes two forms of sexual harassment as being illegal under 
Title VII. The first, quid pro quo harassment, occurs when “submission to or rejection 
of sexual conduct is used as a basis for employment decisions.’”? This type of harass- 
ment involves a tangible or economic consequence, such as a demotion or loss of pay. 
If a supervisor promotes an employee only after the person agrees to an after-work 
date, the conduct is clearly illegal. 

The second type of harassment, hostile environment, can occur when unwelcome sexual 
conduct “has the purpose or effect of unreasonably interfering with job performance or 
creating an intimidating, hostile, or offensive working environment??? Furthermore, ac- 
cording to the EEOC, if favoritism based upon the granting of sexual favors is wide- 
spread in a workplace, workers who do not welcome the conduct can establish a hostile 
work environment, regardless of whether any objectionable conduct is directed at them. 


Sexual harassment 
includes any type of 
behavior, comments, 
gestures, and actions 
of a sexual nature 
that create a hostile 
work environment for 
an employee. 
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Dirty jokes, vulgar slang, nude pictures, swearing, and personal ridicule and insult 
create a hostile environment when an employee finds them offensive. E-mail, instant 
and text messages, and posts on social-networking sites have become convenient ways 
for employees to sexually harass their coworkers electronically, 

Nationwide, 11,717 sexual harassment complaints were filed in 2010 with the 
EEOC and state fair employment practice agencies by employees of both small and 
large employers.*? About 16 percent of these charges were filed by males. However, 
the number of charges filed has actually been steadily dropping over the years as 
people become more familiar with what constitutes sexual harassment under the law. 
Via a questionnaire, it is possible to test the understanding of your employees about 
what is and what is not sexual harassment. Highlights in HRM 2 shows some sample 
questions firms can ask their employees to gauge their knowledge of the topic. 

Confusion about sexual harassment nonetheless persists. Quid pro quo harassment 
is becoming less common, says David Bowman, a Philadelphia labor attorney. To- 
day employees are more likely to complain they are being sexually harassed when a 
coworker does not get the message that they are not receptive to their advances and 
the problem is hindering their ability to work. (See Case Study 2 at the end of this 
chapter for an example.) For this reason, some HR consultants recommend their cor- 
porate clients institute strict nonfraternization policies in their workplaces. 

The EEOC considers an employer guilty of sexual harassment when the employer 
knew or should have known about the unlawful conduct and failed to remedy it or to 
take corrective action. Employers are also guilty of sexual harassment when they al- 
low nonemployees (customers or salespeople) to sexually harass employees.*” When 
charges of sexual harassment have been proved, victims forced out of their jobs can 
be awarded back pay, lost benefits, attorney's fees, and interest charges, and they may 
be reinstated in their jobs. Sexual harassment involving physical conduct can invite 


criminal charges, and punitive damages can be assessed against both the employer 
and the individual offender.*? 


Sexual Orientation 


Nearly half of U.S. states and some cities also have passed laws prohibiting sexual ori- 
entation discrimination in workplaces.** But although Title VII of the Civil Rights 
Act of 1964 lists “sex” as a protected class, currently no federal law bars discrimina- 
tion based on one’s sexual orientation. In 1998, President Clinton signed Executive 
Order 13087 barring discrimination against civilian employees of the federal govern- 
ment based on their sexual orientation. An exception was made for military person- 
nel, who were subject to the “don't ask don't tell” policy at the time. According to the 
EEOC, Executive Order 13087 did not create any new rights. However, it did set 
the stage for all units of the federal government to make certain that the workplace 
is one free from harassment and discrimination. Many cabinet-level agencies have 
also issued policy statements prohibiting discrimination based on sexual orientation. 
Some of the agencies have developed parallel EEO complaint procedures allowing 
federal employees to file EEO complaints based on sexual orientation within their 
agencies. In addition, it helped pave the way for the repeal of the military's “don't ask, 
don't tell” policy.” 

For homosexual employees who do not work for the federal government, protec- 
tion from discrimination largely comes from fair employment practice laws passed 
at state and local levels. The laws vary regarding the protection afforded homosexu- 
als and who is covered under the laws. For example, in some states, public—but not 
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HIGHLIGHTS IN HRM 


Questions Used to Audit Sexual 
Harassment in the Workplace 


AWARE OF THIS 
BEHAVIOR IN THE 


ACTIVITY IS THIS SEXUAL HARASSMENT? ORGANIZATION? 
e Employees post cartoons on bulletin boards containing 
sexually related material. Yes No Uncertain Yes No 


e A male employee says to a female employee that she 
has beautiful eyes and hair. Yes No Uncertain Yes No 


e A male manager habitually calls all female employees 

“sweetie” or “darling.” Yes No Uncertain Yes No 
e A manager fails to promote a female (male) employee 

for not granting sexual favors. Yes No Uncertain Yes No 


e Male employees use vulgar language and tell sexual 
jokes that are overheard by, but not directed at, 


female employees. Yes No Uncertain Yes No 
e A male employee leans and peers over the back of a 

female employee when she wears a low-cut dress. Yes No Uncertain Yes No 
e A supervisor gives a female (male) subordinate a nice 

gift on her (his) birthday. Yes No Uncertain Yes No 
e Two male employees share a sexually explicit magazine 

while observed by a female employee. Yes No Uncertain Yes No 


e Female office workers are “rated” by male employees as 
they pass the men’s desks. Yes No Uncertain Yes No 


e Revealing female clothing is given as a gift at an 
office birthday party. Yes No Uncertain Yes No 


e A sales representative from a supplier makes “suggestive” 
sexual remarks to a receptionist. Yes No Uncertain Yes No 


private—sector employees are protected from discrimination based on their sexual 
orientation. Therefore, it becomes important for managers and supervisors to know 
and follow the legal rights of homosexuals in their geographic area.*© 

Organizations such as S. C. Johnson, Eastman Kodak, Lucent Technologies, and 
Microsoft hold training sessions aimed at overcoming the stereotypes affecting gay 
and lesbian workers. Defense contractors Raytheon and Lockheed Martin sponsor 
homosexual support groups, and Walmart has adopted a nondiscrimination policy 
toward homosexuals. Most companies in the Fortune 500 now offer health benefits 
to same-sex couples. 


Immigration Reform and Control 


Good employment is the magnet that attracts many people to the United States. 
However, illegal immigration is an issue of national concern at the federal, state, 
and local legislative levels and among employers, unions, civil rights groups, and the 
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general public.?” The issue of illegal immigration is emotional, economic, and fraught 
with legal regulations. 

‘To preserve our tradition of legal immigration while closing the door to illegal entry, 
employers must comply with the requirements of the Immigration Reform and Control 
Act (IRCA). The law has two employer mandates. First, all employers covered by the 
law are prohibited from knowingly hiring or retaining unauthorized aliens on the job.’® 
Second, employers with four or more employees are prohibited from discriminating in 
hiring or termination decisions on the basis of national origin or citizenship.” 

Employers must comply with the law by verifying and maintaining records on the 
legal rights of applicants to work in the United States. The Handbook for Employers, 
published by the U.S. Department of Justice, lists five actions that employers must 
take to comply with the law: 


1, Have employees fill out their part of Form I-9, 

2. Check documents establishing an employee's identity and eligibility to work. 
3. Complete the employer's section of Form 1-9, 

4. Retain Form I-9 for at least three years, 


5. Present Form I-9 for inspection to an Immigration and Naturalization Service 
officer or to a Department of Labor officer upon request.” 


Employers with sizable contracts with the federal government must also use its 
E-Verification system. E-Verify is a system that provides an automated link to federal 
databases to help employers determine the legal eligibility of workers and the valid- 
ity of their Social Security numbers. Employers that do not do business with the 
government can also use E-Verify. Some states require certain organizations to use it. 
Arizona requires all employers in the state to use E-Verify.“ 

Employers found to have violated the discrimination provisions of the Immigration 
Reform and Control Act will be ordered to cease the discriminatory practice. They 
may also be directed to hire, with or without back pay, individuals harmed by the dis- 
crimination and to pay a fine of up to $1,000 for each person discriminated against. 
Charges of discrimination based on national origin or citizenship are filed with the 
Office of Special Counsel in the Department of Justice. 


Emerging Employment Discrimination Issues 


Weight Discrimination 

Some studies show that weight discrimination, especially against women, is not only 
increasing but has become almost as common as racial discrimination.*” According to 
the advocacy group, the Council on Size & Weight Discrimination, workers who are 
heavier than average are paid $1.25 less an hour. Over a forty-year career, they will 
earn up to $100,000 less before taxes than their thinner counterparts. 

No federal laws prohibit weight discrimination, although the EEOC has said that 
morbid obesity is a protected disability under the ADA. However, some cities, in- 
cluding Washington, DC, San Francisco, and Madison, Wisconsin, have banned dis- 
crimination based on a person's weight. The state of Michigan bars discrimination 
based on both height and weight. In that state, at least two waitresses have sued the 
Hooter’s restaurant for discrimination. One of the waitresses, who was 145 lbs. at 
the time, claims she was advised in her performance review to join a gym in order to 
fit into an extra small-sized uniform: “The official uniform for Hooters waitresses, 
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comes in 3 sizes: extra extra small, extra small, or small,’ stated the review,” The good 
news for employees bearing a few extra pounds is that weight seems to be gaining 
traction as far as becoming protected by employment laws. At some point it is not out 
of the realm of possibility that it could become a protected class.“ 


Attractiveness and Discrimination 
A few locales, including Santa Cruz, California, and the District of Columbia, pro- 
hibit discrimination based on “physical characteristics” or “personal appearance” as a 
protected category. However, there are no federal laws prohibiting discrimination in 
the workplace based on people's attractiveness, although it undoubtedly occurs. In 
a survey of hiring managers conducted by Newsweek, 57 percent of them said that 
qualified but unattractive job candidates would have a harder time landing a job. 

Part of the problem of implementing a law making it legal to discriminate based on 
a person's appearance would be deciding who is unattractive enough to be protected 
by the law. Moreover, in some instances, good looks can be a BFOQ. The modeling 
business is one example.*° 

However, like Hooter’s, companies that treat people differently based on their looks 
are prone to legal problems. The retailer Abercrombie & Fitch is an example. In 2005 
it settled a $40 million class-action lawsuit filed by the EEOC. Employees claimed 
the retailer hired and promoted attractive, Caucasian-looking, skinny male employ- 
ees. “All-American doesn't mean all-white,’ says Jennifer Lu, a former Abercrombie & 


Fitch salesperson who says she was fired because her look was not consistent with the 
retailer's look.*© (The EEOC filed the suit based on race discrimination.) 


Caregivers and Discrimination 

In 2007 the EEOC issued new enforcement guidelines to help prevent discrimination 
against workers with caregiving responsibilities. There are no federal statutes that pro- 
hibit discrimination based 
“solely” on a person being a 
caregiver. However, dispa- 
rate treatment arises when 
an employee with caregiv- 
ing responsibilities is sub- 
jected to discrimination 
based on a protected char- 
acteristic under equal op- 
portunity laws (such as sex, 
race, age, and so forth),*” 
The EEOC has outlined 
numerous scenarios it says 
could constitute discrimi- 
nation against a caregiver. 
Denying women with 
young children an employ- 
ment opportunity avail- 
able to men with young 
children is an example. So 
is refusing to hire a worker 
who is a single parent of a 


To avoid 
discriminating 
against employees 
with caregiving 
responsibilities, 
employers can follow 
EEOC guidelines, such 
as establishing more 
flexible workplace 
policies. 


Picture Partners/Alamy 
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child with a disability based on the assumption that caregiving responsibilities will 
make the worker unreliable. The EEOC has developed “Best Practices” to help com- 
panies avoid discriminating against caregivers. It also cites studies that show that flex- 
ible workplace policies enhance employee productivity, reduce absenteeism and costs, 
aid with recruitment and retention, and provide employers with more alternatives 
when dealing with workforce reductions. 


Uniform Guidelines on Employee 
Selection Procedures 


Employers are often uncertain about the appropriateness of specific selection proce- 
dures, especially those related to testing and selection. To remedy this concern, the 
Equal Employment Opportunity Commission, along with three other govern- 
ment agencies, adopted the current Uniform Guidelines on Employee Selection 
Procedures.*8 The Uniform Guidelines is a very important procedural document for 
managers because it applies to employee selection procedures in the areas of hiring, 
retention, promotion, transfer, demotion, dismissal, and referral. It is designed to 
help employers, labor organizations, employment agencies, and licensing and certi- 
fication boards comply with the requirements of federal laws prohibiting employ- 
ment discrimination. 


Validity 

When using a test or other selection instrument to choose individuals for employ- 
ment, employers must be able to prove that the selection instrument bears a direct 
relationship to success on the job. This proof is established through validation studies 
that show how related the test is to the job. The Uniform Guidelines provides strict 
standards for employers to follow as they validate selection procedures, The different 
methods of testing validity are reviewed in detail in Chapter 6. 


Adverse Impact and Disparate Treatment 

For an applicant or employee to pursue a discrimination case successfully, the indi- 
vidual must establish that the employer's selection procedures resulted in an adverse 
impact on a protected class, Adverse impact refers to the unintentional rejection for 
employment, placement, or promotion of a significantly higher percentage of mem- 
bers of a protected class when compared with members of nonprotected classes.” The 
Uniform Guidelines does not require an employer to conduct validity studies of its se- 
lection procedures when they have not resulted in adverse impact on a protected class. 
However, the guidelines do encourage employers to use selection procedures that are 
valid. Organizations that validate their selection procedures on a regular basis and use 
interviews, tests, and other procedures in such a manner as to avoid adverse impact 
will generally be in compliance with the principles of equal employment legislation. 

There are two basic ways to show that adverse impact exists: 


Adverse Rejection Rate, or Four-Fifths Rule. According to the Uniform Guide- 
lines, a selection program has an adverse impact when the selection rate for an 
racial, thnic, or sex class is less than four-fifths (or 80 percent) of the rate of the 


LEARNING OUTCOME 4 


As a manager, how 
would the Uniform 
Guidelines on Employee 
Selection Procedures 
affect how you deal 
with employees and 
applicants? 


Uniform Guidelines 
on Employee 
Selection Procedures 


A procedural document 
published in the Federal 
Register to help employers 
comply with federal regula- 
tions against discriminatory 
actions 


LEARNING OUTCOME S 


Have you ever been the 
victim of adverse im- 
pact or disparate treat- 
ment? If so, in what 
context? Discuss your 
experience with your 
classmates. 


adverse impact 


A concept that refers to the 
rejection of a significantly 
higher percentage of a pro- 
tected class for employment, 
placement, or promotion 
when compared with the 
successful, nonprotected 
class 
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class with the highest selection rate. The Equal Employment Opportunity Com- 


four-fifths rule mission has adopted the four-fifths rule as a rule of thumb to determine adverse 
A rule of thumb followed impact in enforcement proceedings. The four-fifths rule is not a legal definition 
by the EEOC in determining of discrimination; rather, it is a method by which the EEOC or any other en- 


adverse impact for use in 


enforcement proceedings forcement agency monitors serious discrepancies in hiring, promotion, or other 


employment decisions. The Appendix at the end of this chapter explains how 
adverse impact is determined and gives a realistic example of how the four-fifths 
rule is computed. 

An alternative to the four-fifths rule, and one frequently used in discrimination 
lawsuits, is to conduct a standard deviation analysis of a firm's applicant data. The 
Supreme Court, in Hazelwood School District v. United States, set forth a standard 
deviation analysis that determines whether the difference between the expected selec- 
tion rates for protected groups and the actual selection rates could be attributed to 
chance. If chance is eliminated for the lower selection rates of the protected class, it 
is assumed that the employer's selection technique has an adverse impact on the em- 
ployment opportunities of that group. 


Restricted Policy. Any evidence that an employer has a selection procedure that 
excludes members of a protected class, whether intentional or not, constitutes ad- 
verse impact. For example, hiring individuals who must meet a minimum height 
or appearance standard (at the expense of protected class members) is evidence 
of a restricted policy. In one case known to the authors, an organization when 
downsizing discharged employees primarily age 40 or older. These employees 
filed a class action suit claiming adverse impact under the Age Discrimination in 
Employment Act. 
The benchmark case in employment selection procedures is Griggs v. Duke Power 
Company (1971). Willie Griggs, who was black, had applied for the position of coal 
handler with the Duke Power Company. His request for the position was denied 
because he was not a high school graduate, a requirement for the position. Griggs 
claimed the job standard was discriminatory because it did not relate to job success 
and because the standard had an adverse impact on a protected class. 
In the Griggs decision, the Court ruled that employer discrimination need not 
be overt or intentional to be present. Second, under Griggs, employment practices 
must be job-related. When discrimination charges arise, employers have the burden 
of proving that employment requirements are job-related or constitute a business 
necessity. When employers use educational, physical, or intelligence standards as a 
basis for hiring or promotion, these must be absolutely necessary for job success. 
Under Title VII, good intent, or absence of intent to discriminate, is not a sufficient 
defense. 
In EEO cases, it is important to distinguish between adverse impact and dis- 
parate treatment discrimination. Adverse impact cases deal with unintentional 
disparate discrimination; disparate treatment cases involve instances of purposeful dis- 
treatment crimination, For example, disparate treatment would arise when an employer hires 
A situation in which protected men, but no women with school-aged children. Allowing men to apply for craft 
ce ae jobs, such as carpentry or electrical work, but denying this opportunity to women 
ated by different standards would also show disparate treatment. To win a disparate treatment case, the plain- 

tiff must prove that the employer's actions intended to discriminate, which is often 


difficult. 
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Workforce Utilization Analysis 

As you have learned, employers must be aware of the impact their selection proce- 
dures have on protected class members. Part of this process involves analyzing the 
composition of their internal workforce when compared with their external labor 
market. The EEOC refers to this comparison as workforce utilization analysis. This 
concept simply compares an employer's workforce by race and sex for specific job cat- 
egories against the surrounding labor market. The employer's relevant labor market 
is that area from which employees are drawn who have the skills needed to success- 
fully perform the job. For example, if the Vision Track Golf Corporation is hiring 
computer technicians from a labor market composed of 10 percent black workers, 
8 percent Hispanic workers, and 2 percent Native American workers, all of whom 
possess the qualifications for the job, the employer's internal workforce should reflect 
this racial composition. When this occurs, the employer's workforce is said to be at 
parity with the relevant labor market. If the employer's racial workforce composition 
is below external figures, then the protected class is said to be underutilized, and the 
employer should take steps to correct the imbalance. 


Enforcing Equal Employment 
Opportunity Legislation 


As you learned earlier in the chapter, along with prohibiting employment discrimi- 
nation, Title VII of the Civil Rights Act created the Equal Employment Oppor- 
tunity Commission. As the federal government's leading civil rights agency, the 
EEOC is responsible for ensuring that covered employers comply with the intent 
of this act. The commission accomplishes this goal primarily by (1) issuing vari- 
ous employment guidelines and monitoring the employment practices of organiza- 
tions and (2) protecting employee rights through the investigation and prosecution 
of discrimination charges.° Figure 3.5 illustrates the caseload of the EEOC for 
recent years, 

It is important to remember that the EEOC’s guidelines are not federal law but 
administrative rules and regulations published in the Federal Register. However, the 
different guidelines have been given weight by the courts as they interpret the law and 
therefore should not be taken lightly. 


The Equal Employment Opportunity Commission 


The EEOC’s work consists of formulating EEO policy and approving all litigation 
involved in maintaining equal employment opportunity. The day-to-day operation of 
the commission is performed through administrative headquarters in Washington, 
DC, and more than fifty district, field, area, and local offices around the country han- 
dle discrimination charges and all compliance and litigation enforcement functions. 
Employees filing a claim are encouraged to call the EEOC on its toll-free number or 
fill out a questionnaire online so the commission can begin the process of evaluating 
whether or not the complaint is covered by the laws it enforces. Employers, and in 
particular small businesses, that have questions about the laws enforced by EEOC or 
specific workplace situations can contact for guidance one of the EEOC’s small busi- 
ness liaisons listed on its website. 


workforce utiliza- 
tion analysis 


A process of classifying 
protected-class members 
by number and by the type 
of job they hold within the 
organization 
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FIGURE U.S. Equal Employment Opportunity Commission Case Figures, 
3.5 Fiscal Years 2005-2010 


2005 2006 2007 2008 2009 2010 


ia 75,428 75,768 82,792 95,402 93,277 99,922 
Charges 


26,740 27,238 30,510 33,937 33,579 35,890 


35.5% 35.9% 37.0% 35.6% 36.0% 35.9% 


23,094 23,247 24,826 28,372 28,028 29,029 


30.6% 30.7% 30.1% 29.7% 30.0% 29.1% 


. 8,035 8,327 9,396 10,601 11,134 11,304 
National 


Origin 


10.7% 11.0% 11.4% 11.1% 11.9% 11.3% 


2,340 2,541 2,880 3,273 3,386 3,790 


Religion 
3.1% 3.4% 3.5% 3.4% 3.6% 3.8% 


22,278 22,555 26,663 32,690 33,613 36,258 


Retaliation - 
All Statutes 


29.5% 29.8% 32.3% 34.3% 36.0% 36.3% 


= 19,429 19,560 23,371 28,698 28,948 30,948 
Retaliation - 


Title VII only 


25.8% 25.8% 28.3% 30.1% 31.0% 31.0% 


16,585 16,548 19,103 24,582 22,778 23,264 


22.0% 21.8% 23.2% 25.8% 24.4% 23.3% 


14,893 15,575 17,734 19,453 21,451 25,165 


Disability 
19.7% 20.6% 21.4% 20.4% 23.0% 25.2% 


970 861 818 954 942 1,044 
Equal Pay 


Act 
1.3% 1.1% 1.0% 1.0% 1.0% 1.0% 


201 
Genetic 
Information 


0.2% 


Source: Data compiled by the Office of Research, Information and Planning from EEOC’s Charge Data System’s national database, 
http://www.eeoc.gov/eeoc/statistics/enforcement/charges.cfm. 
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Record-Keeping and Posting Requirements 


Organizations subject to Title VII are required by law to maintain specific employ- 
ment records and reports. Federal contractors and subcontractors have special EEO 
reporting requirements. Those failing to comply with record-keeping and posting 
requirements or willfully falsifying records can incur penalties, including fines and 
imprisonment. 

When a charge has been filed, employers have additional recordkeeping obligations. 
The EEOC also collects workforce data from some employers, regardless of whether 
a charge has been filed against the company. 

The record-keeping requirements are both detailed and comprehensive. For 
example, managers must generate and retain for specific time periods different 
employment data. When federal contractors are required to have written affirma- 
tive action programs, the records related to the programs must be retained along 
with supporting documents (such as names of job applicants, rejection ratios, and 
seniority lists). 

Employers of 100 or more employees (except state and local government employ- 
ees) and government contractors and subcontractors subject to Executive Order 
11286 must file annually an EEO-1 report (Employer Information Report). The 
report collects data about gender and race/ethnicity by ten different job categories.”! 
This comprehensive report is the EEOC’s basic document for determining an em- 
ployer’s workforce composition, investigating charges of discrimination, providing 
information about the employment status of minorities and women, and analyzing 
employment patterns, such as the representation of female and minority workers 
within companies, industries, and regions. Employers can submit the EEO-1 report 
through the agency's web-based filing system. Title VII requires retention of all the 
personnel or employment records, including application forms, for at least six months 
or until resolution of any HR action, whichever occurs later. 

Posters explaining to individuals what their employment rights are and how to 
file complaints of discrimination have been developed by the EEOC and other ad- 
ministrative agencies. (See Highlights in HRM 3.) The law requires that employ- 
ers display these posters and other federally required posters related to HRM in 
prominent places easily accessible to employees. HR employment offices, cafeterias, 
centrally located bulletin boards, and time clocks are popular locations, Posting re- 
quirements should not be taken lightly. For example, EEO posters show the time 
limits for filing a charge of discrimination. If a company fails to post these notices, 
the EEOC could allow an employee to file a discrimination charge late (past the 
180-day filing deadline). 


Processing Discrimination Charges 


Figure 3.6 summarizes the process of filing a discrimination charge with the EEOC.*? 
(Note that the process is slightly different for federal employees and job applicants.) 
Employees or job applicants who believe they have been discriminated against first 
file a discrimination complaint, or charge form, with the EEOC. The charge must be 
filed within 180 days of the alleged unlawful practice occurring.” The processing of 
a charge includes notifying the employer that a charge of employment discrimination 
has been filed. Employers will receive a copy of the charge within ten days of it being 
filed. Both parties, the plaintiff (employee) and the defendant (organization), must be 
prepared to support their beliefs or actions. 


Why do you think the 
federal government 
treats small businesses 
differently than large 
businesses in terms 

of the employment 
records and statistics 
they must keep? Should 
a small business keep 
detailed records volun- 
tarily? If so, why? 


EEO-1 report 


An employer information 
report that must be filed an- 
nually by employers of 100 
or more employees (except 
state and local government 
employers) and government 
contractors and subcontrac- 
tors to determine an employ- 
er’s workforce composition 


charge form 


A discrimination complaint 
filed with the EEOC by em- 
ployees or job applicants 


LEARNING OUTCOME 7 


In what ways do you 
think HR managers can 
help other managers 
deal with discrimina- 
tion complaints so 
there is less of a 
chance employees will 
feel compelled to re- 
port them to the EEOC? 
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Human Resources Management in Perspective 


HIGHLIGHTS IN HRM 
EEOC Poster 


Equal Employment Opportunity is 


THE LAW 


Private Employers, State and Local Governments, Educational Institutions, Employment Agencies and Labor Organizations 
Applicants to and employees of most private employers, state and local governments, educational institutions, 
employment agencies and labor organizations are protected under Federal law from discrimination on the following bases: 


RACE, COLOR, RELIGION, SEX, NATIONAL ORIGIN 
Title VII of the Civil Rights Act of 1964, as amended, protects applicants and 


employees from discrimination in hiring, promotion, discharge, pay, fringe benefits, 
job training, classification, referral, and other aspects of employment, on the basis 
of race, color, religion, sex (including pregnancy), or national origin. Religious 
discrimination includes failing to reasonably accommodate an employee’s religious 
practices where the accommodation does not impose undue hardship. 


DISABILITY 

Title I and Title V of the Americans with Disabilities Act of 1990, as amended, protect 
qualified individuals from discrimination on the basis of disability in hiring, promotion, 
discharge, pay, fringe benefits, job training, classification, referral, and other 

aspects of employment. Disability discrimination includes not making reasonable 
accommodation to the known physical or mental limitations of an otherwise qualified 
individual with a disability who is an applicant or employee, barring undue hardship. 


AGE 

The Age Discrimination in Employment Act of 1967, as amended, protects 
applicants and employees 40 years of age or older from discrimination based on 
age in hiring, promotion, discharge, pay, fringe benefits, job training, classification, 
referral, and other aspects of employment. 


SEX (WAGES) 

In addition to sex discrimination prohibited by Title VII of the Civil Rights Act, as 
amended, the Equal Pay Act of 1963, as amended, prohibits sex discrimination in 
the payment of wages to women and men performing substantially equal work, 
in jobs that require equal skill, effort, and responsibility, under similar working 
conditions, in the same establishment. 


GENETICS 

Title II of the Genetic Information Nondiscrimination Act of 2008 protects applicants 
and employees from discrimination based on genetic information in hiring, 
promotion, discharge, pay, fringe benefits, job training, classification, referral, and 
other aspects of employment. GINA also restricts employers’ acquisition of genetic 
information and strictly limits disclosure of genetic information. Genetic information 
includes information about genetic tests of applicants, employees, or their family 
members; the manifestation of diseases or disorders in family members (family 
medical history); and requests for or receipt of genetic services by applicants, 
employees, or their family members. 


RETALIATION 

All of these Federal laws prohibit covered entities from retaliating against a 
person who files a charge of discrimination, participates in a discrimination 
proceeding, or otherwise opposes an unlawful employment practice. 


WHAT TO DO IF YOU BELIEVE DISCRIMINATION HAS OCCURRED 

There are strict time limits for filing charges of employment discrimination. To 
preserve the ability of EEOC to act on your behalf and to protect your right to file a 
private lawsuit, should you ultimately need to, you should contact EEOC promptly 
when discrimination is suspected: 

The U.S. Equal Employment Opportunity Commission (EEOC), 1-800-669-4000 
(toll-free) or 1-800-669-6820 (toll-free TTY number for individuals with hearing 
impairments). EEOC field office information is available at www.eeoc.gov or 

in most telephone directories in the U.S. Government or Federal Government 
section. Additional information about EEOC, including information about charge 
filing, is available at www.eeoc.gov. 


In states that have FEP laws with appropriate enforcement machinery, the discrimi- 
nation charge is deferred to the state agency for resolution before action is taken by 
the EEOC. Conversely, if federal laws apply, cases filed initially with an FEPA will au- 
tomatically be “dual-filed” with the EEOC. If the state agency fails to resolve the com- 
plaint or if the sixty-day deferral period lapses, the case is given back to the EEOC, 
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EEOC Poster (continued) 


Employers Holding Federal Contracts or Subcontracts 


Applicants to and employees of companies with a Federal government contract or subcontract 
are protected under Federal law from discrimination on the following bases: 


RACE, COLOR, RELIGION, SEX, NATIONAL ORIGIN 

Executive Order 11246, as amended, prohibits job discrimination on the basis 
of race, color, religion, sex or national origin, and requires affirmative action to 
ensure equality of opportunity in all aspects of employment. 


INDIVIDUALS WITH DISABILITIES 

Section 503 of the Rehabilitation Act of 1973, as amended, protects qualified 
individuals from discrimination on the basis of disability in hiring, promotion, 
discharge, pay, fringe benefits, job training, classification, referral, and 

other aspects of employment. Disability discrimination includes not making 
reasonable accommodation to the known physical or mental limitations of an 
otherwise qualified individual with a disability who is an applicant or employee, 
barring undue hardship. Section 503 also requires that Federal contractors take 
affirmative action to employ and advance in employment qualified individuals 
with disabilities at all levels of employment, including the executive level. 


DISABLED, RECENTLY SEPARATED, OTHER PROTECTED, 

AND ARMED FORCES SERVICE MEDAL VETERANS 

The Vietnam Era Veterans’ Readjustment Assistance Act of 1974, as amended, 38 
U.S.C. 4212, prohibits job discrimination and requires affirmative action to employ 
and advance in employment disabled veterans, recently separated veterans (within 


three years of discharge or release from active duty), other protected veterans 
(veterans who served during a war or in a campaign or expedition for which a 
campaign badge has been authorized), and Armed Forces service medal veterans 
(veterans who, while on active duty, participated in a U.S. military operation for 
which an Armed Forces service medal was awarded). 


RETALIATION 

Retaliation is prohibited against a person who files a complaint of discrimination, 
participates in an OFCCP proceeding, or otherwise opposes discrimination 
under these Federal laws. 


Any person who believes a contractor has violated its nondiscrimination or 
affirmative action obligations under the authorities above should contact 
immediately: 


The Office of Federal Contract Compliance Programs (OFCCP), U.S. 
Department of Labor, 200 Constitution Avenue, N.W., Washington, D.C. 

20210, 1-800-397-6251 (toll-free) or (202) 693-1337 (TTY). OFCCP may also be 
contacted by e-mail at OFCCP-Public@dol.goy, or by calling an OFCCP regional 
or district office, listed in most telephone directories under U.S. Government, 
Department of Labor. 


Programs or Activities Receiving Federal Financial Assistance 


RACE, COLOR, NATIONAL ORIGIN, SEX 

In addition to the protections of Title VII of the Civil Rights Act of 1964, as 
amended, Title VI of the Civil Rights Act of 1964, as amended, prohibits 
discrimination on the basis of race, color or national origin in programs or 
activities receiving Federal financial assistance. Employment discrimination 

is covered by Title VI if the primary objective of the financial assistance is 
provision of employment, or where employment discrimination causes or may 
cause discrimination in providing services under such programs. Title IX of the 
Education Amendments of 1972 prohibits employment discrimination on the 
basis of sex in educational programs or activities which receive Federal financial 
assistance. 


EEOC 9/02 and OFCCP 8/08 Versions Useable With 11/09 Supplement 


INDIVIDUALS WITH DISABILITIES 

Section 504 of the Rehabilitation Act of 1973, as amended, prohibits employment 
discrimination on the basis of disability in any program or activity which receives 
Federal financial assistance. Discrimination is prohibited in all aspects of 
employment against persons with disabilities who, with or without reasonable 
accommodation, can perform the essential functions of the job. 


If you believe you have been discriminated against in a program of any 
institution which receives Federal financial assistance, you should immediately 
contact the Federal agency providing such assistance. 


EEOC-P/E-1 (Revised 11/09) 


EEOC investigations are conducted by fully trained equal opportunity specialists 
(EOSs) who have extensive experience in investigative procedures, theories of dis- 
crimination, and relief and remedy techniques. The EOS will gather facts from both 
sides through telephone calls, e-mails, letters and questionnaires, field visits, or jointly 


arranged meetings. 
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FIGURE 
3 6 Filing a Charge of Employment Discrimination 


Employer 
receives copy 
of charge 


Determination 
to dismiss 
charge 


Suit filed by 
individual 


Charge filed 


EEOC 
investigation 


Finding of 
reasonable 
cause 


Conciliation 


Unsuccessful 
Successful suit filed by 
EEOC 


Deferred to 
state agency 


Settlement 


Failure to file 
suit within 
180 days 


Individual may 
sue within 90 
days 


© Cengage Learning 2013 


Once the investigation is under way or completed, several decision points oc- 
cur. First, the employer may offer a settlement to resolve the case without further 
investigation. If the offer is accepted, the case is closed. Second, the EEOC may 
find no violation of law and dismiss the charge. In this case, the charging party is 
sent a right-to-sue notice, which permits the individual to start private litigation, if 
he or she so desires, in federal court within ninety days. Third, if the EEOC finds 
“reasonable cause” of discrimination, the commission will attempt to conciliate 
(settle) the matter between the charging party and the employer. The concilia- 
tion process is a voluntary procedure and will not always lead to a settlement. If 
the employer and the EEOC cannot reach a negotiated settlement, the commis- 
sion has the power to take the organization to court. However, this decision is 
made on a case-by-case basis depending upon how important the issue is to the 
commission, 
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Retaliation 

Managers and supervisors must not retaliate against individuals who invoke their 
legal rights to file charges or to support other employees during EEOC proceed- 
ings.’ Title VII of the Civil Rights Act states that an employer may not discrimi- 
nate against any of his employees because the employee has opposed any unlawful 
employment practice, or because the employee has made a charge, testified, assisted, 
or participated in any manner in an investigation, proceedings, or hearing under this 
Act. In one case, a female dispatcher at Pepsi-Cola General Bottlers, Inc., a Chicago 
soft drink distributor, was awarded $400,000 in damages when she complained 
about sexual harassment and was retaliated against in violation of Title VII of the 
Civil Rights Act of 1964.” Retaliation can include any punitive action taken against 
employees who elect to exercise their legal rights before any EEO agency.”° These ac- 
tions can include terminating employees, giving them unjustified negative appraisals, 
subjecting them to more supervision, demoting them, and reducing their salaries and 
work responsibilities, and transferring to a less desirable job.” Of course, employees 
are not excused from continuing to perform their jobs or follow their company’s le- 
gitimate workplace rules just because they have filed a complaint with the EEOC or 
opposed discrimination. Nor will the EEOC’s retaliation provisions protect them if 
they engage in unlawful activity or threaten violence. 


Preventing Discrimination Charges 


Both large and small employers understand that the foundation to preventing any 
form of discrimination is having a comprehensive EEO policy. The Supreme Court's 
emphasis on the prevention and correction of discrimination means that the employ- 
ers that do not have an EEO policy are legally vulnerable. Antidiscrimination policy 
statements must be inclusive; they must cover all applicable laws and EEOC guide- 
lines and contain practical illustrations of specific inappropriate behavior. For the 
policy to have value, it must be widely disseminated to managers, supervisors, and all 
nonmanagerial employees. A complete policy will include specific sanctions for those 
found guilty of discriminatory behavior.°8 

Since managers and supervisors are key to preventing and correcting discrimina- 
tion, they, in particular, must be trained to understand employee rights and manage- 
rial obligations.” A comprehensive training program will include (1) the prohibitions 
covered in the various EEO statutes and executive orders, (2) guidance on how to 
respond to complaints of discrimination, (3) procedures for investigating complaints 
(see Chapter 13), and (4) suggestions for remedying inappropriate behavior. Perhaps 
the ultimate key to preventing employment discrimination is for managers and super- 
visors to create an organizational climate in which the principles of dignity, respect, 
and the acceptance of a diverse workforce are the norm and therefore expected. 


Affirmative Action 
and Diversity Management 


Equal employment opportunity legislation requires managers to provide the same op- 
portunities to all job applicants and employees regardless of race, color, religion, sex, 
national origin, or age. Affirmative action goes beyond not discriminating among 
employees. Affirmative action occurs when employers take proactive steps to help 


What effect, if any, do 
you think ending affir- 
mative action programs 
in the United States 
have on the diversity 
and competitiveness of 
U.S. businesses? 


affirmative action 


A policy that goes beyond 
equal employment opportu- 
nity by requiring organiza- 
tions to comply with the 
law and correct any past 
discriminatory practices by 
increasing the numbers of 
minorities and women in 
specific positions 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


PART 1 


Human Resources Management in Perspective 


chief diversity 
officers 


A top executives responsible 
for implementing a firm’s 
diversity efforts. 


reverse 
discrimination 


The act of giving preference 
to members of protected 
classes to the extent that 
unprotected individuals 
believe they are suffering 
discrimination 
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reverse the impact of past discrimination against minorities. Employers with volun- 
tary affirmative action programs actively encourage employment diversity, post job 
opportunities with minority agencies, remove unnecessary barriers to employment, 
and offer comprehensive training and mentoring to protected class members. 

Employers establish affirmative action programs for several reasons. Affirmative 
action programs are required by the OFCCP for employers with federal contracts 
greater than $50,000. The OFCCP provides regulations and suggestions for estab- 
lishing affirmative action plans. Specifically, employers must (1) provide an organiza- 
tional profile that graphically illustrates their workforce demographics (see workforce 
utilization analysis previously discussed), (2) establish goals and timetables for em- 
ployment of underutilized protected classes, (3) develop actions and plans to reduce 
underutilization, including initiating proactive recruitment and selection methods, 
and (4) monitor progress of the entire affirmative action program. 

Courts will sometimes mandate employers that have been found guilty of past 
discrimination to establish affirmative action programs, particularly when the dis- 
crimination has been pervasive and a long-held organizational practice. For example, 
an employer practice of denying promotional opportunities to women or persons of 
color could be corrected through an affirmative action court order. A court-ordered 
program, often implemented through a consent decree between the court and employer, 
will require the setting of hiring and promotional goals along with stated timetables 
for compliance. When the requirements of the consent decree are met, the employer 
is no longer bound by the court order. 

Sometimes employers voluntarily develop their own affirmative action programs to 
ensure that protected class members receive fair treatment in all aspects of employ- 
ment. Intel, Levi Strauss, the City of Portland, and Hilton Hotels have used these 
programs to monitor the progress of employees while demonstrating their equal- 
employment efforts. In addition, some companies employ chief diversity officers. A 
chief diversity officer (CDQ) is a top executive responsible for the implementation 
of a firm's diversity efforts. However, as HR professionals readily note, the success of 
any voluntary affirmative action program or diversity effort largely depends on the 
support given it by senior managers and supervisors at all organization levels.©° The 
EEOC recommends that organizations developing affirmative action programs fol- 
low specific steps, as shown in Highlights in HRM 4, 

One of the drawbacks of implementing an affirmative action program is that an 
employer can be accused of reverse discrimination, or giving preference to mem- 
bers of protected classes to the extent that unprotected individuals believe they are 
suffering from discrimination. When these charges occur, organizations are caught 
between attempting to correct past discriminatory practices and handling present 
complaints from unprotected members alleging that HR policies are unfair. It is ex- 
actly this “catch-22” that has made affirmative action one of the most controversial is- 
sues of the past fifty years. Critics of affirmative action programs claim that they have 
not consistently resulted in the improvement of the employment status of protected 
groups, and that individuals hired as a result of them are often viewed as less capable, 
even if they are not. 


Court Decisions 


In the 1970s, regarding two leading cases of reverse discrimination, University of 
California Regents v. Bakke and United States Steelworkers of America v. Weber,°! the 
Supreme Court ruled that applicants must be evaluated on an individual basis and 
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HIGHLIGHTS IN HRM 


Basic Steps in Developing an Effective 
Affirmative Action Program 


1. Issue a written equal employment opportunity policy and an affirmative action commitment statement. 

2. Publicize the policy and the organization's affirmative action commitment. 

3. Appoint a top official within the organization to direct and implement the program. 

4. Survey minority and female employment by department and job classification. 

5. Develop goals and timetables to improve utilization of minorities and women in each area in which underutiliza- 
tion has been identified. 

6. Develop and implement specific programs to achieve goals. 

7. Establish an internal audit and reporting system to monitor and evaluate progress in each aspect of the program. 

8. Develop supportive in-house and community programs. 


Source: U.S. Equal Employment Opportunity Commission. 


race can be one factor used in the evaluation process as long as other competitive fac- 
tors are considered. The court stated that affirmative action programs were not illegal 
per se as long as rigid quota systems were not specified for different protected classes, 
Also, voluntary affirmative action programs are permissible where they attempt to 
eliminate racial imbalances in traditionally segregated job categories. The Supreme 
Court did not endorse all voluntary affirmative action programs, but it did give an 
important push to programs voluntarily implemented and designed to correct past 
racial or gender imbalances, 

The judicial support for affirmative action programs has eroded over the decades, 
however. During the mid-1990s, federal courts increasingly restricted the use of race 
and ethnicity in awarding scholarships, determining college admissions, making layoff 
decisions, selecting employees, promoting employees, and awarding government con- 
tracts. Then in 2009, the Supreme Court heard Ricci vs. DeStafano, a lawsuit brought 
against the city of New Haven, Connecticut, by nineteen city firefighters. The fire- 
fighters alleged that the city discriminated against them by invalidating a test for a 
promotion because no black firefighters had passed it with a score high enough to 
warrant promotion. The firefighters, seventeen of whom are white and two of whom 
are Hispanic, claimed they were denied the promotions because of their race. 

In a split decision, the court ruled in the firefighters’ favor, The ruling didn't ques- 
tion the fire department's efforts to ensure minorities were fairly promoted. However, 
it said throwing out the test midstream (which, incidentally, had been designed by 
an outside consulting firm to be nondiscriminatory) was unfair to those who had 
passed it. In its ruling, the court said: “ .. once that process has been established and 
employers have made clear their selection criteria, they may not then invalidate the 
test results, thus upsetting an employee's legitimate expectation not to be judged on 
the basis of race.” 

The ruling underscores the importance of designing careful selection procedures as 
well as following them once they are designed. It also shows how tricky it can be to 
implement an affirmative action program.” 
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Perhaps the greatest current challenge to affirmative action has been laws enacted 
by states to prohibit preferences in racial or gender hiring. California, Washington, 
Michigan, and Nebraska have such laws, and other states have launched anti- 
affirmative action initiatives too.°? Opponents argue that affirmative action laws 
greatly restrict or prohibit hiring preferences, thereby denying protected class mem- 
bers of important employment opportunities granted under affirmative action pro- 
grams. For example, in California, the law ended long-standing state affirmative 
action programs in education, public employment, and government contracting. 
Supporters of affirmative action programs point out that repealing affirmative ac- 
tion programs has led to a large drop in minority student enrollments at California 
universities, and that a similar phenomenon is occurring in Michigan.© Clearly, the 
debate over affirmative action, and its alleged benefits and drawbacks, will continue 
as a legal and societal issue. 


Beyond Affirmative Action: Leveraging Diversity 


The future of affirmative action might not rest in judicial decisions or laws, but in 
managers attitudes and voluntary actions to make the workplace fairer and more 
competitive. Managers who embrace a diverse workforce know individual employee 
differences and the contributions made by people of varied abilities are one way to de- 
velop a competitive advantage. For example, some studies have found that companies 
with more progressive nondiscrimination policies outperform competing firms that 
lack them.® Other studies cited by the EEOC show that employers that adopt flex- 
ible workplace policies that caregivers can utilize have also been able to add to their 
customer bases and profits. Likewise, many firms have found it advantageous to hire 
older workers because they are knowledgeable, dependable, and frequently more will- 
ing to work flexible hours. And as more companies expand around the globe either 
physically or on the web, they are recognizing that they need to employ diverse people 
with different talents to better understand and compete in various markets abroad. 


One of the ways 
companies can foster 
diversity within their 
organizations is by 
getting employees 
to talk about their 
differences. For 
example, the Mallon 
Group Training and 
Management has 
developed a series of 
Know Me games that 
enable participants 
of different cultures, 
races, sexual 
orientations, and so 
forth to explore issues 
of diversity together. 
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In addition, having a diverse workforce enables a company to keep up with the tumul- 
tuous changes occurring in today’s competitive environment. Smart companies know that 
hiring the same types of employees with the same backgrounds and skills can result in a 
distinct disadvantage as markets change. Lastly employers with diverse workforces dem- 
onstrate to their communities that they are serious about corporate social responsibility. 

According to Martin Davidson, a professor and researcher at the Darden School of 
Business at the University of Virginia, strategically leveraging employee's differences 
means seeing not only the more obvious differences between people, such as their 
ethnic backgrounds, sexes, ages, religions, and so forth, but how they think, learn, 
work, and interact with each other. How do they use their time? How do they solve 
problems? Why do some people “think outside of the box,” whereas others do not? 
What is it about the experiences, mindsets, and talents of different groups of people 
that can be utilized in a strategic way? 

Perhaps most importantly, Davidson points out, that despite our similarities, all of 
us are different from one another. Differences of all sorts among people are ubiqui- 
tous in the workforce. These differences, too, should be leveraged because they can be 
the source of organizational strength if we do not “gloss over” them. Conflicts among 
people of all different types should be tolerated because they can unearth real busi- 
ness problems and various employees’ ideas about how to solve them. © 

The steps toward leveraging people's differences involves seeing, understanding, and 
valuing them, as shown in the model in Figure 3.7. Highlights in HRM 5 shows the 
actual activities individuals and organizations can take to facilitate each of these steps. 
We will discuss more about diversity in Chapter 5 and throughout this textbook. 


FIGURE 
3 7 Steps to Leveraging Employee Differences 


See Difference 


Understand Leverage 


Difference Difference 


Value 


Difference 


Source: Martin N. Davidson, The End of Diversity as We Know It: Why Diversity Efforts Fail and How Leveraging 
Difference Can Succeed (San Francisco: Berrett-Kohler Press, forthcoming, 2011). 
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HIGHLIGHTS IN HRM 


Embracing Diversity and Leveraging 
Employee Differences 


Practices for Individuals 


Seeing 
Openly acknowledge 
that relevant differences are 
common. 
Address points of conflict. 
Observe while remaining 


— silent. 


Understanding 
Seek sources of information 
that bring understanding about the 
differences. 

Acquire data through listening, asking 
questions, and sharing your story. 
Involve people who are different 
from you in your network. 


Valuing 
Avoid being overly careful in 
dealing with differences. 
Accept that there will be conflict and 
discomfort that require perseverance. 
Use data to develop a new 
perspective. 


Practices for Organizations 


Seeing 
Openly address 
tension among members. 
Encourage members to 
avoid secrecy. 


Valuing 
Reward members for 
engaging in activities that address 
and diminish differences. 
Hold employees accountable for 
employing new behaviors. 
Actively seek diversity when 
recruiting. 


Understanding 
Seek sources of information 

that bring understanding about 

the differences. 

Gather data through surveys and 
other techniques. 
Establish inclusive 
structures. 


Source: Adapted from Martin N. Davidson, The End of Diversity as We Know It: Why Diversity Efforts Fail and How 
Leveraging Difference Can Succeed. (San Francisco: Berrett-Kohler Press, forthcoming, 2011). 
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Ee Employment discrimination 


against blacks, Hispanics, women, and other groups 
has long been practiced by U.S. employers. Prejudice 
against minority groups is a major cause in their lack 
of employment gains. Government reports show 
that the wages and job opportunities of minorities 


typically lag behind those for whites. 


Effective management requires 
knowing the legal aspects of the employment rela- 
tionship, including the laws and various executive 
orders mentioned in this chapter. Employers are 
permitted to discriminate against protected classes 
when doing so constitutes a reasonable business ne- 
cessity or would impose an undue hardship, or when 
a bona fide occupational qualification for normal 
business operation exists. 


PSNI Sexual harassment is an area 


of particular importance to managers and supervi- 
sors, Extensive efforts should be made to ensure that 
both male and female employees are free from all 
forms of sexually harassing conduct. The Immigra- 
tion Reform and Control Act was passed to control 
unauthorized immigration into the United States. 
The law requires managers to maintain various em- 
ployment records, and they must not discriminate 
against job applicants or employees because of their 
national origin or citizenship status. Other areas of 
discrimination that are or could become a concern 
for the EEOC in the future are discrimination based 
on people's weight, their appearance, or their status 
as a caregiver. 


The Uniform Guidelines on 
Employee Selection Procedures is designed to help 
employers comply with federal bans against employ- 
ment practices that discriminate on the basis of race, 
color, religion, gender, or national origin. The Uni- 
form Guidelines provides employers with a frame- 
work for making legally enforceable employment 
decisions. Employers must be able to show that their 
selection procedures are valid when it comes to pre- 
dicting a person's job performance. 


ere Adverse impact plays an im- 


portant role in proving employment discrimination. 
Adverse impact means that an employer's employ- 
ment practices unintentionally resulted in the rejec- 
tion of a significantly higher percentage of members 
of minority and other protected groups. By contrast, 
disparate treatment is intentional discrimination 
against a protected group. Refusing to hire individu- 
als of a particular religion or denying males, but not 
females, clerical jobs are examples of disparate treat- 
ment discrimination. 


ee To ensure that organizations 


comply with antidiscrimination legislation, the 
EEOC was established to monitor employers’ ac- 
tions. Employers subject to federal laws must main- 
tain certain records and report certain employment 
statistics where mandated. Employers with 100 or 
more employees must file an EEO-1 report annually. 
This comprehensive document identifies employees 
by race/ethnicity and gender for ten job categories, 
Companies with government contracts of $50,000 
or more must file an affirmative action plan with the 
OFCCP. Employers are required to collect employ- 
ment data and file reports under various federal and 
state laws. Employers are also required to post in 
prominent locations EEO- related posters. 


Employees or applicants for em- 
ployment who believe they have been discriminated 
against may file a discrimination complaint (a charge 
form) with the EEOC. The employer receives a copy 
of the charge form that initiates an EEOC investiga- 
tion of the alleged discrimination. Individuals claim- 
ing discrimination must file the complaint within 
180 days of the alleged offense. After the investiga- 
tion, if the Commission dismisses the charge, the 
plaintiff will receive a right-to-sue notice that al- 
lows the individual to start private litigation. If the 
EEOC finds reasonable cause for the charge, it will 
attempt to mediate a settlement between the parties. 
If an agreement is not reached, the EEOC may elect 
to sue the employer in federal court. Figure 3.6 illus- 
trates the steps in filing a discrimination charge. 
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Human Resources Management in Perspective 


Affirmative action goes beyond 
providing equal employment opportunities to em- 
ployees. Firms with federal contracts and firms 
that have been found guilty of past discrimination 
can be required to utilize affirmative action pro- 
grams. This is accomplished by employing protected 
classes for jobs in which they are underrepresented. 
The employer's goal is to have a balanced internal 


adverse impact 
affirmative action 
bona fide occupational qualification 


(BFOQ) 


business necessity 


EEO-1 report 


four-fifths rule 


protected classes 


charge form 


chief diversity officer 


Discussion Questions 


ee EEO legislation was prompted 
by significant social events, List those events and 
describe how they influenced the passage of various 


EEO laws. 


TTN Cite and describe the major fed- 
eral laws and court decisions that affect the employ- 
ment process of both large and small organizations. 


eS After receiving several com- 


plaints of sexual harassment, the HR department of 
a city library decided to establish a sexual harassment 
policy. What should be included in the policy? How 
should it be implemented? 


Se What is the Uniform Guidelines 
on Employee Selection Procedures? To whom do the 


guidelines apply? What do they cover? 


Joe Alverez has filed a com- 
plaint with the EEO alleging that his employer, Uni- 


versal Mortgage Company, promotes more whites 
than Hispanics into managerial positions. Explain 
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disabled individual 


disparate treatment 


equal employment opportunity 
fair employment practices (FEPs) 


workforce representative of the employer's relevant 
labor market. The future of affirmative action might 
not rest in judicial decisions or laws but in the efforts 
of managers to voluntary embrace and foster diver- 
sity. Differences of all sorts among people are ubiq- 
uitous in the workforce. Managers need to leverage 
these differences because they can be the source of 
organizational strength. 


reasonable accommodation 

reverse discrimination 

sexual harassment 

Uniform Guidelines on Employee 
Selection Procedures 

workforce utilization analysis 


the statistical methods used by the EEOC to investi- 
gate this adverse impact claim. 


ee What is the EEO-1 report? 


Who does it apply to, and how often must the re- 
port be filed? How does the EEOC use the data 


collected? 


ee As a marketing manager, you 


have recently turned down Nancy Conrad for a po- 
sition as sales supervisor. Nancy believes the denial 
was due to her gender, and she has filed a sex dis- 
crimination charge with the EEOC, Explain the steps 
the EEOC will use to process the charge; include 


Nancy’s options during the process. 


EIUN: Affirmative action is both a le- 


gal and emotional issue affecting employees and em- 
ployers. Develop as many arguments as you can both 
supporting and opposing affirmative action as an em- 
ployer policy. If you were asked to implement such a 
program, what steps would you follow? 
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On the Job: Video Cases 43 


Diversity at Gold + Williams What to Watch for and Ask Yourself 
This high-end furniture manufacturer and retailer = How does a diverse workforce better serve Gold + 
is a diversity trendsetter. Mitchell Gold (Chairman Williams’ customers? 


and cofounder) and Bob Williams (President of De- 
sign and cofounder) started their business together, 
as an openly gay couple, in 1989, For more than six 
consecutive years, the North Carolina company has 
scored 100 percent on the Human Rights Cam- 


paign’s Corporate Equity Index (CEI), which rates a The Chairman of Gold + Williams states that he 


a What are the two main forms of backlash against 
diversity training? Do you think these are issues 
that Gold + Williams’ managers need to be 
concerned about? Why or why not? 


businesses efforts to establish and maintain inclu- doesnotbelievethat LECT isthe Gnral frontier in 
sive workplaces for lesbian, gay, bisexual, and trans- diversity. He thinks immigrants in American will 
gender (LGBT) employees. The video describes the be the next frontier. What do you think will be 
importance of a diverse workforce and including all the next frontier of diversity in American in the 


types of differences in a definition of diversity. next five to ten years? Why? 


HRM EXPERIENCE 


Sexual Harassment; A Frank Discussion 


Over the past decade, the problem of sexual harassment has captured the attention of all managers and employees. 
While it is widely known that sexual harassment is both unethical and illegal, the incidents of sexual harassment con- 
tinue to plague business. Unfortunately, when these cases arise, they cause morale problems among employees, embar- 
rassment to the organization, and costly legal damages. Consequently, all managers and supervisors play a central role 
in preventing sexual harassment complaints. It is important that managers understand the definition of sexual harass- 
ment, who is covered by sexual harassment guidelines, and how to prevent its occurrence. This skill-building exercise 
will provide you with knowledge in each of these areas. 


Assignment 

1. Working in teams of female and male members, develop a list of behaviors that could be classified as quid pro quo 
harassment or hostile environment. Explore the possibility that some sexual harassing behaviors might be viewed 
differently by female and male employees. Give examples. 

2. Many sexual harassment incidents go unreported. Fully discuss why this can occur and what might be done to 
reduce this problem. 

3. The cornerstone to addressing sexual harassment is achieving organizational awareness through training. Develop 
a sexual harassment training program for a company of 250 employees that covers, at a minimum, the following: 
(1) who should attend the training sessions, (2) the content outline for the training program (the list of materials 
your team wants to teach), (3) specific examples to illustrate the training materials, and (4) how to investigate 
sexual harassment complaints. 

4. This chapter will assist you with this assignment. You can obtain additional materials from EEOC offices and from 
various HR magazines. 

5. Be prepared to present your training outline to other class members. 
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Going to the Let’s admit it: With very few exceptions, we all love dogs. We love to be with our 

Dogs dogs, and our dogs love to be with us. So it is only natural, then, to want to keep our 
dogs with us as much as possible, even when we go to work, Pet Sitters International 
thinks this is such a good idea that they have instituted “Take Your Dog to Work 
Day,’ a once-a-year event designed to raise awareness of the benefits of dog owner- 
ship and to encourage pet adoption. 

But maybe you would like something a bit more regular, like having the option to 
bring Fido to work every day? According to a 2006 survey by the American Pet Prod- 
ucts Manufacturers Association, it should not be too hard to find an opportunity 
since nearly one in five companies already allows pets in the workplace. You can even 
find a list of employers that allow canines at work on DogFriendly.com. Fans of the 
dogs-at-the-office policy say it increases employee morale and decreases stress. 

Before we go too far with this idea, however, perhaps we should take note of 
some arguments against bringing dogs to work. First, some HR experts like Ethan 
Winning have cautioned that dogs can be messy, placing an unfair burden on em- 
ployers to clean up afterwards. Dogs can also be a distraction, and other employees 
may be allergic or otherwise disturbed by them. And what happens when two or 
more employees bring their dogs to work on the same day, and Fido and Fifi don't 
want to play nice? 

Of course, some people actually need to bring their dogs to work, which is why 
the Americans with Disabilities Act permits the use of “service animals” to assist 
those with disabilities. For example, seeing-eye dogs are allowed to accompany 
blind individuals at work. The EEOC guideline is reasonable since guide dogs are 
necessary to blind individuals, and furthermore, guide dogs are trained not to be a 
nuisance, 

It can be challenging, however, for employers to know where to draw the line. 
Take the case of Elizabeth Booth, a quadriplegic hired by Case Services Corpora- 
tion as an accountant in the billing department. Booth, who uses a wheelchair for 
mobility, has trained her small, well-behaved dog to pick up small items that Booth 
has dropped. Along with a formal request to be allowed to bring her dog to work 
to assist her, Booth submitted to her employer a letter from her doctor stating that 
the dog would also help relieve Booth’s stress. When Case Services's HR direc- 
tor denied the request, Booth immediately filed a discrimination charge with the 
EEOC, claiming the company did not provide a reasonable accommodation to her 
disability or her health needs. 

When it comes to establishing a pet policy, as is so often the case, balancing the 
employer's needs and responsibilities with the employees’ needs and wants presents 
something of a dilemma. 


Questions 


1. What is your position on this issue? Provide two or three reasons to support your 
argument. 

2. If you were an HR manager of a company, what pet policy would you set and how 
would you implement it? 
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3. How would you decide the case of Elizabeth Booth, and which laws would you 
base your decision on? Explain. 


Sources: James J. McDonald, Jr., “Take Your Dog To Work Every Day,’ Employee Relations Law Journal 32, 
no. 3 (Winter 2006): 86;“Has Your Organization Gone to the Dogs?,” http://www.hrwebcafe.com/2007/06/ 
has_your_organization_gone_to.html; Ethan A. Winning, “Pets at the Corporate Zoo,’ http://www.ewin. 
com/arch/pets.htm; “About Take Your Dog to Work Day,’ http://www.takeyourdog.com/About/; “Take 
Your Dog to Work Every Day,’ http://www.dogfriendly.com/server/general/workplace/. 


Peter Lewiston was terminated on July 15, 2008, by the governing board of the Pine Misplaced 
Circle Unified School District (PCUSD) for violation of the district’s sexual harass- Affections: 
ment policy. Prior to Lewiston’s termination he was a senior maintenance employee i : 
with an above-average work record who had worked for the PCUSD for eleven years. Discharge 
He had been a widower since 2003 and was described by his coworkers as a friendly, for Sexual 
outgoing, but lonely individual. Beverly Gilbury was a fifth-grade teacher working in 
the districts Advanced Learning Program. She was twenty-eight years old and mar- Harassment 
ried and had worked for PCUSD for six years. At the time of the incidents, Lewiston 
and Gilbury both worked at the Simpson Elementary School, where their relation- 
ship was described as “cooperative.” The following sequence of events was reported 
separately by Lewiston and Gilbury during the district's investigation of this sexual 
harassment case. 
Gilbury reported that her relationship with Lewiston began to change during the 
last month of the 2007—2008 school year. She believed that Lewiston was paying her 
more attention and that his behavior was “out of the ordinary” and “sometimes weird.” 
He began spending more time in her classroom talking with the children and with 
her. At the time she did not say anything to Lewiston because “I didn’t want to hurt 
his feelings since he is a nice, lonely, older man.’ However, on May 25, when Lewiston 
told Gilbury that he was “very fond” of her and that she had “very beautiful eyes,’ she 
replied, “Remember, Peter, we're just friends.” For the remainder of the school year, 
there was little contact between them; however, when they did see each other, Lewiston 
seemed “overly friendly” to her. 
June 7, 2008. On the first day of summer school, Gilbury returned to school to 
find a dozen roses and a card from Lewiston. The card read, “Please forgive me for 
thinking you could like me. I played the big fool. Yours always, P.L.” Later in the day 
Lewiston asked Gilbury to lunch. She replied, “It’s been a long time since anyone sent 
me roses, but I can’t go to lunch. We need to remain just friends.’ Gilbury told an- 
other teacher that she was uncomfortable about receiving the roses and card and that 
Lewiston would not leave her alone. She expressed concern that Lewiston might get 
“more romantic” with her. 
June 8, 2008. Gilbury arrived at school to find another card from Lewiston. Inside 
was a handwritten note that read, “I hope you can someday return my affections for 
you. I need you so much.’ Later in the day, Lewiston again asked her to lunch, and she 
declined saying, “I’m a happily married woman.’ At the close of the school day, when 
Gilbury went to her car, Lewiston suddenly appeared. He asked to explain himself 
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but Gilbury became agitated and shouted, “I have to leave right now.’ Lewiston 
reached inside the car, supposedly to pat her shoulder, but touched her head instead. 
She believed he meant to stroke her hair. He stated that he was only trying to calm 
her down. She drove away, very upset. 

June 9, 2008. Gilbury received another card and a lengthy letter from Lewiston, 
stating that he was wrong in trying to develop a relationship with her and he hoped 
they could still remain friends. He wished her all happiness with her family and job. 

June 11, 2008. Gilbury obtained from the Western Justice Court an injunction 
prohibiting sexual harassment by Lewiston. Shortly thereafter Lewiston appealed the 
injunction. A notice was mailed to Gilbury giving the dates of the appeal hearing. 
The notice stated in part, “If you fail to appear, the injunction may be vacated and 
the petition dismissed.” Gilbury failed to appear at the hearing, and the injunction 
was set aside. Additionally, on June 11 she had filed with the district's EEOC officer 
a sexual harassment complaint against Lewiston. After the investigation, the district 
concluded that Lewiston’s actions created an “extremely sexually hostile” environment 
for Gilbury. The investigative report recommended dismissal based upon the griev- 
ous conduct of Lewiston and the initial injunction granted by the Justice Court. 


Questions 


1, Evaluate the conduct of Peter Lewiston against the EEOC’s definition of sexual 
harassment. 

2. Should the intent or motive behind Lewiston’s conduct be considered when decid- 
ing sexual harassment activities? Explain. 

3. If you were the district's EEOC officer, what would you conclude? What disciplin- 
ary action, if any, would you take? 


Source: This case is adapted from an actual arbitration hearing conducted by George Bohlander. The 
background information is factual. All names are fictitious. 
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Appendix 


©Diana Ong, Fotosearch 


Determining Adverse Impact: 
The Four-Fifths Rule 


Employers can determine adverse impact by using the method outlined in the inter- 
pretive manual for the Uniform Guidelines on Employee Selection Procedures. 


A. Calculate the rate of selection for each group (divide the number of people 
selected from a group by the number of total applicants from that group). 

B. Observe which group has the highest selection. 

C. Calculate the impact ratios by comparing the selection rate for each group with 
that of the highest group (divide the selection rate for a group by the selection 
rate for the highest group). 

D. Observe whether the selection rate for any group is substantially less (usually less 
than four-fifths, or 80 percent) than the selection rate for the highest group. If it 
is, adverse impact is indicated in most circumstances. 


Example 
JOB NUMBER SELECTION RATE 
APPLICANTS HIRED PERCENT HIRED 
Step A Whites 100 52 52/100 = 52% 
Blacks 50 14 14/50 = 28% 


StepB The group with the highest selection rate is whites, 52%. 


Step C Divide the black selection rate (28%) by the white selection rate (52%). 
The black rate is 53.8% of the white rate. 


StepD Since 53.8% is less than four-fifths, or 8%, adverse impact is indicated. 


Source: Adoption of Questions and Answers to Clarify and Provide a Common Interpretation of the 
Uniform Guidelines on Employee Selection Procedures, Federal Register 44, no. 43 (March 2, 1979): 11998. 
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Human Resources Management in Perspective 


ANSWERS TO HIGHLIGHTS IN HRM 1 


1. Yes 
2. False 
3. No 


4. Merit, seniority, incentive pay plans 


5. Yes 


6. Yes, if no reasonable accommodation can be made 


7. No 


8. Yes, except if under a court order 


9. False 
10. True 
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Job Analysis 
and Job Design 


After studying this 
chapter, you should be 


PART2 Meeting Human Resources Requirements 


LEARNING OUTCOME 1 


Are there any HR func- 
tions that are not 
affected by the job 
analysis process? If so, 
what are they? 


job analysis 
The process of obtaining 
information about jobs by 


determining their duties, 
tasks, or activities 


job description 


A statement of the tasks, du- 
ties, and responsibilities of a 
job to be performed 


job specification 


A statement of the specific 
knowledge, skills, and 
abilities of a person who is to 
perform a job needs 
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rganizations exist because people can accomplish more together than they can on 

their own. However, the actions of an organization need to be coordinated, and 

each person within it needs to do those things he or she does best. The division 
of labor allows for efficiency and specialization and potentially greater organizational 
effectiveness. The question is, how should the work be divided, and which people should 
do which tasks? It is a question businesspeople such as Henry Ford and scientific man- 
agement researchers such as Frederick Winslow Taylor sought to answer at least a century 
ago, and one that managers still deal with today. 

In this chapter, we will discuss how jobs can be designed to best contribute to the ob- 
jectives of the organization as well as satisfy and motivate the employees who do them.! 
We will discuss why firms need to outline a job’s requirements for legal reasons such as the 
Americans with Disabilities Act. The chapter concludes by explaining how firms are redesign- 
ing jobs and using teams to motivate employees, respond strategically to dynamic changes 
in the global marketplace, and ultimately improve the performance of their organizations. 


What Is Job Analysis and How Does It Affect 
Human Resources Management? 


A job analysis is the systematic process of collecting information about all of the pa- 
rameters of a job—its basic responsibilities, the behaviors, skills, and the physical and 
mental requirements of the people who do it. A job analysis should also outline the 
tools needed to do the job, the environment and times at which it needs to done, with 
whom it needs to be done, and the outcome or performance level it should produce.” 
Studies have positively linked the job analysis process with improved performance 
on the part of employees and their organizations.* Normally, a manager or an HR 
manager such as a job analyst is responsible for collecting the information for a job 
analysis. These people rely on the cooperation of employees and their supervisors to 
gather the information needed for the analysis of jobs. 

A job analysis generates information vital to the human resources manage- 
ment process, One major piece of information that comes out of job analysis is 
a job description, A job description is a written statement about the overall tasks, 
duties, and responsibilities of a job. It consists of various parts, including basic infor- 
mation such as where the job is located, to whom the jobholder reports, the type of 
wages he or she receives, and so forth. 

A job specification section is often also included with a job description. 
A job specification outlines in detail the specific knowledge, skills, abilities, and other 
attributes (often referred to as KSAOs) required of the person performing the job. In 
the HR department for the City of Mesa, Arizona, the job specification for senior 
HR analyst includes the following: 


1, Graduation from a four-year college with major course work (minimum fifteen 
hours) in human resources management 


2. Three to five years experience in employee classification and compensation or se- 
lection or recruitment 


3. Two years experience in developing/improving job-related compensation and test- 
ing instruments and procedures 
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We will discuss job descriptions and job specifications in greater detail later in the 
chapter. However, to get a sneak peek at what a complete job description looks like 
with the specifications of the job incorporated, see Highlights in HRM 2. Sometimes 
employees are asked to write rough drafts of their job descriptions as a starting point 
for the person doing the job analysis to use and modify. 


HRM Functions Affected by a Job Analysis 


Because the information it collects serves so many HRM functions, a job analysis is 
sometimes called the cornerstone of HRM. These functions are discussed next and 
outlined in Figure 4.1. 


Strategic HR Planning 

A job analysis is used to examine a company’s organizational structure and strategi- 
cally position it for the future. Does the firm have the right numbers and types of jobs 
needed to cover the scope of its activities? What jobs need to be created? What skills 
do they require? Are those skills different than the skills required by the company’s 
current jobs? 


Workflow Analysis and Job Design 
The information generated by a job analysis can also be used to analyze a company’s 
work processes—that is, how inputs move through the company, value is added to 


FIGURE 
4 1 Job Analysis: The Cornerstone of HRM Functios 


Strategic HR Planning 
Workflow Analysis and 
Job Design 


Recruitment and Selection 
7 Job Description 
Zop anase Job Specifications 
Performance Appraisal 
Process 
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them, and they become outputs. Would rearranging an organization's workflow or 
jobs help a company better compete? What about outsourcing jobs? Can the nature 
of the jobs be redesigned to improve the firm's performance? 

These are questions that depend upon a firm's strategy. Consider Apple. Apple does 
not outsource its major functions and the jobs associated with them. The design of 
its products, operating systems, hardware, and software—even its sales—are all done 
at Apple by Apple employees. The company is able to manage all of the workflows 
associated with these activities because it focuses on far fewer products than conven- 
tional consumer electronics companies.” 


Recruitment and Selection 

The information provided via a job analysis plays an essential role in the recruit- 
ing function. The basic information and qualifications are contained in job ad- 
vertisements, whether they are posted on organizational bulletin boards, Internet 
sites, the help-wanted sections of publications, or employment-agency listings. 
The information provides a basis for attracting qualified applicants and discour- 
aging unqualified ones. 


Training and Development 

Any discrepancies between the knowledge, skills, and abilities demonstrated by job- 
holders and the requirements contained in the descriptions and specifications for 
their jobs provide clues to the training these jobholders need. The information also 
can serve as a guide to help with the career development of employees by indicating 
the type of training and development they need and what is required for them to ad- 
vance to different jobs within the organization. 


Performance Appraisal Process 

Because a job analysis includes information about the requirements of someone per- 
forming a job, it provides the criteria for evaluating the people who do the work. By 
identifying what constitutes a good performance versus a poor performance, the firm 
can then take steps to improve the latter. 


Compensation Management 

Conducting a job analysis is important because it helps HR managers figure out the 
relative worth of a position so the compensation for it is fair and equitable. A job's 
worth is based on what the job demands of employees in terms of their skills, effort, 
and responsibilities, as well as the conditions and hazards under which the work is 
performed, Employees who are not being compensated fairly often are not fully moti- 
vated and tend to look for better positions outside the organization. We will discuss 
more about how to evaluate jobs and pay in Chapter 9, 


Legal Compliance 

Conducting a job analysis ensures that a job’s duties match its job description. If the 
criteria used to hire and evaluate employees are vague and not job-related, employers 
are more likely to find themselves being accused of discriminating against the mem- 
bers of protected classes, In fact, before firms recognized the importance of regularly 
engaging in the job analysis process, examples of nonjob-related criteria were prev- 
alent: Job applicants for laborer positions were required to have high school diplo- 
mas; applicants for skilled craft positions—plumbers, electricians, machinists—were 
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sometimes required to be male. As you learned in Chapter 3, these kinds of job speci- 
fications are discriminatory. 


Sources of Job Analysis Data 


Job analysis data can be obtained in several ways. The more common methods of 
collecting the data needed to analyze jobs are interviews, questionnaires, observation, 
and diaries. 


a Interviews. A job analyst or supervisor interviews individual employees and 
managers about the parameters of the job. Highlights in HRM 1 shows the types 


of questions asked as part of job-analysis interviews. 


= Questionnaires. The job analyst or supervisor circulates questionnaires to be filled 
out individually by jobholders. The forms contain questions similar to those asked 
in an interview but employees complete the forms unassisted. 


a Observation. The job analyst or supervisor learns about the job by observing and 
recording the activities associated with it on a standardized form. 


= Diaries. Jobholders are asked to keep diaries of their work activities for an entire 
work cycle. The diaries are normally filled out at specific times of the work shift 
(such as every half hour or hour) and maintained for a two- to four-week period. 


Figure 4.2 shows the job analysis process, including how data to be analyzed is col- 
lected and feeds back into the HRM functions we discussed in Figure 4.1. 


Controlling the Accuracy of the Job Data Collected 


When interviewing employees or reviewing their questionnaires, a job analyst should 
look for any responses that do not agree with other facts or impressions he or she 
has received about the job. Sometimes employees exaggerate the difficulty of their 
positions in order to inflate their egos and their paychecks.° Inflating a job’s respon- 
sibilities can also occur unintentionally, For example, people who have been in their 
jobs for a long time and are good at them sometimes mistakenly believe that the skills 
needed for their jobs are higher than they really are. 

As one job analyst noted, “When in doubt about the accuracy of employee re- 
sponses, always double-check the data with others?” In other words, collect informa- 
tion from a representative sample of individuals doing the same job, not just one or 
two jobholders. Also, once a job analysis is done, it should be checked for accuracy by 
the jobholders and their managers.’ 


Methods Used to Collect Job Analysis Data and Analyze It 


Do managers and job analysts have to start from scratch when it comes to designing 
questionnaires to gather job data and analyzing it? No, not necessarily, even if a posi- 
tion is a new one. Several different quantitative job analysis approaches already exist. 
Each has its own advantages and disadvantages.” Five of the more popular methods 
are the functional job analysis, the Position Analysis system, the critical incident 
method, a task inventory analysis, and a competency-based job analysis. 


Answer the questions 
in Highlights in HRM 1 
based on the job you 
currently hold or most 
recently held. Do the 
answers give you 
enough information to 
create a job analysis? 
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FIGURE 
4 9 The Job Analysis Process 


SOURCES OF DATA JOB DESCRIPTION 
Job analyst Tasks 

Employee Duties 

Supervisor Responsibilities 


JOB DATA 


Tasks 

Performance HUMAN RESOURCES 
standards FUNCTIONS 
Responsibilities Recruitment 

Knowledge required Selection 

Skills required Training and development 
Experience needed Performance appraisal 


Job context Compensation management 


METHODS OF puies 


COLLECTING DATA Equipment used 


Interviews 

Questionnaires JOB SPECIFICATION 

Observations Skill requirements 

Diaries Physical demands 
Knowledge requirements 
Abilities needed 


Source: U.S. Bureau of Labor Statistics. 


1 HIGHLIGHTS IN HRM 


The Job Analysis Interview 


The following are examples of typical interview questions HR professionals might use to gather information for a job 
analysis. 
1. Job purpose 

e What is the essence of work in your position? What is the job’s overall purpose? 

e How do you see your work contributing to the overall mission/purpose of the organization, now and in the future? 
2. Job duties 

e Describe your duties in terms of what they are, how you do them, how often you perform them, and how long 

they each take. 
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The Job Analysis Interview (continued) 


e Does the job have to be done in the way you were trained to do it, or do you see ways to improve it? 
e Are you performing duties not presently included in your job description? Describe. 
e Are the instructions you receive from your supervisor clear and consistent with your job description? 
3. Job criteria/results 
e Have work standards been established (errors allowed, time taken for a particular task, etc.)? If so, what are they? 
e Describe the successful completion and/or end results of the job. 
4. Background/Knowledge 
e What personal attributes are needed to be successful in this position? 
e Describe the level, degree, and breadth of knowledge required for this position. 
e Indicate the education, certification, and/or license requirements for the job. 
5. Training 
e Describe the orientation you received when you first started in this job, and evaluate its efficacy. 
e What sort of on-the-job training and length of training period are needed for this position? 
e What sort of tools, equipment, or other resources are needed for sufficient training (not performance) for this 
position? 
e What assessment tests are needed to establish competency in this position? 
6. Abilities required 
e What are the manual skills that are required to operate machines, vehicles, equipment, or to use tools? 
e Do you use special tools, equipment, or other sources of aid? If so, list the names of the principal tools, equip- 
ment, or sources of aid you use. 
e What reasoning or problem solving ability must you have? 
e Are any supervisory or managing abilities required? 
e What physical abilities such as strength, coordination, or visual acuity must you have? 
Working conditions 
e Describe your working conditions. 
e Describe the frequency and degree to which you encounter working conditions such as these: contact with haz- 
ardous materials, strenuous physical labor, cramped quarters, moving objects, vibration, inadequate ventilation. 
8. Authority 
e What is the level of accountability, and to whom are you accountable? 
e What kinds of independent action are you allowed to take? 
9. Responsibilities 
e Are you responsible for any confidential material? If so, describe how you handle it. 
e Are you responsible for any money or things of monetary value? If so, describe how you handle it. 
10. Evaluation/Compensation 
e In what ways and how often is your performance evaluated and feedback provided? 
e What criteria do you think should be used in the evaluation process? 
e Considering your level of productivity and the skill level required to fulfill your responsibilities, do you think 
you are compensated adequately? 
e Describe the criteria you think should be used to determine adequate compensation for the position: responsi- 
bilities, skills, experience, knowledge, work environment, safety hazards, etc. 


7 


. 


Sources: David Ngo, “Job Analysis Questions” hrvinet.com, accessed March 3, 2011, http://www.humanresources.hrvinet.com; “Job Analysis: 
Overview,” HR Guide to the Internet, http://www.job-analysis.net/G000.htm; “Job Analysis: Asking Questions,” Department for Business 
Innovation & Skills, http://www.bis.gov.uk. 
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functional job 
analysis (FJA) 

A job-analysis approach 
that utilizes an inventory of 
the various types of work 
activities that can constitute 
any job. 


Using the INTERNET 


position analysis 
Pag 


PAQ) 


A questionnaire indentifying 
approximately 200 different 
tasks that, by means of a 
five-point scale, seeks to de- 
termine the degree to which 
different tasks are involved 
in performing a job 


critical incident 
method 
A job analysis method by 


which important job tasks 
are identified for job success 
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Functional Job Analysis System 

Developed by the U.S. Training and Employment Service, the functional job 
analysis (FJA) approach utilizes an inventory of the various types of work activi- 
ties that can constitute any job. Basic activities called worker functions are used to 
describe what workers do with regard to “data, people, and things” as part of this sys- 
tem.’ For example, when it comes to people, the basic functions of a job might in- 
clude coordinating and supervising them. Each job function is assigned a percentage 
in terms of its importance to the job. (For example, supervising might be 75 percent 


of the job.) 


The Department of Labor’s Occupational Information 

Network (O*Net) System 

The U.S. Department of Labor's Occupational Information Network Online System 
(O*Net) replaced the department's Dictionary of Occupational Titles, which contained 
about 12,000 job descriptions, The new online database classifies jobs into broader 
functional areas, from entry level to advanced, and across various specialties. So, for 
example, the jobs for police, fire, and ambulance dispatchers now fall into one cat- 
egory instead of three. Consequently, there are fewer individual jobs listed on the site 
than in the Dictionary of Occupational Titles. 

The upside of O*NET is that it contains comprehensive information about the 
tasks, tools and technology, KSAs, education, interests, works styles, wages, and the 
employment outlook associated with jobs. As a result, it is a good tool for 
matching the interests and abilities of job seekers with occupations and can 
serve as a starting point for a person doing a job analysis. It is also a free 
resource, unlike the Dictionary. Free job-analysis questionnaires can also be 
downloaded from the O*NET website. Although they are generic, they can 
be customized and used as a starting point to collect occupational data from 
jobholders and their managers. 


The Position Analysis Questionnaire System 

The Position Analysis Questionnaire (PAQ), which identifies approximately 200 
different worker tasks, has been used to collect and analyze job data since the 1970s. 
Using a five-point scale, the PAQ seeks to determine the degree, if any, to which the 
different tasks, or job elements, are involved in performing a particular job. The re- 
sults obtained with the PAQ are quantitative and can be subjected to statistical analy- 
sis. The PAQ also permits dimensions of behavior to be compared across a number 
of jobs and permits jobs to be grouped on the basis of common characteristics. Al- 
though a PAQ tends to be accurate, it requires a person to have a high level of reading 
ability.!! To obtain the best results, it should be administered to employees by a job 
analyst rather than having the employees complete the questionnaire alone. Also, the 
questionnaire isnt free. Firms must pay for it. 


The Critical Incident Method 

The objective of the critical incident method is to identify critical job tasks. 
Critical job tasks are important duties, responsibilities, and behaviors performed 
by the jobholder that lead to job success. The approach can be used to identify 
both positive and negative behaviors, the combination of which shows the path to 
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effectiveness. Information about critical incidents can be collected through inter- 
views with employees or managers or through self-report statements written by 
employees. 

Suppose, for example, that the job analyst is studying the job of reference librar- 
ian. The interviewer will ask the employee to describe the job on the basis of what is 
done, how the job is performed, and what tools and equipment are used. The refer- 
ence librarian may describe the job as follows: 


I assist patrons by answering their questions related to finding books, periodicals, 
or other library materials. I also give them directions to help them find materials 
within the building. To perform my job, I may have to look up materials myself or 
refer patrons to someone who can directly assist them. Some individuals may need 
training in how to use reference materials or special library facilities. I also give 
library tours to new patrons. I use computers and a variety of reference books to 
carry out my job. 


After the job data are collected, the analyst then writes separate task statements 
that represent important job activities. For the reference librarian, one task statement 
might be: “Listens to patrons and answers their questions related to locating library 
materials.” Typically, the job analyst writes five to ten important task statements for 
each job under study. The final product is written task statements that are clear, com- 
plete, and easily understood by those unfamiliar with the job. The critical incident 
method is an important job analysis method because it teaches the analyst to focus on 
employee behaviors critical to job success, 


A task inventory 
analysis uses 
employee input 
to develop lists 
of job tasks and 
descriptions common 
to all jobs. 


JHDT Stock Images LLC/Shutterstock.com 
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Task Inventory Analysis 


task inventory The task inventory analysis method was pioneered by the U.S. Air Force. Unlike 
analysis the PAQ, which uses a standardized form to analyze jobs in different organizations, 
An organization-specific list a task inventory questionnaire can be tailored for a specific organization. With the 
of tasks and their descrip- help of employees and their managers, a list of tasks and their descriptions for differ- 
tions used as a basis to iden- . g z 

tify components of jobs ent jobs are developed and then rated based on how important they are. The goal is 


to produce a comprehensive list of task statements applicable to all jobs. Task state- 
ments then are listed on a task inventory survey form to be completed by the person 
analyzing the job under review. A task statement might be: “Monitors current sup- 
plies to maintain stock levels.” The job analysis would also note the importance of the 
task, frequency of occurrence, and time spent on the task to the successful comple- 
tion of the job. 


Competency-Based Analysis 

The approaches to job analysis we have discussed so far focus on the tasks employ- 
ees do, but not what they are capable of doing. The following statement by two HR 
professionals highlights this concern: “Typically, job analysis looks at how a job is cur- 
rently done. But the ever-changing business market makes it difficult to keep a job 
analysis up-to-date. Also, companies are asking employees to do more, so there is a 
question of whether ‘jobs’ as we know them are obsolete.’ The risk is that in a dynamic 
environment where job demands rapidly change, obsolete job analysis information 
will hinder an organization's ability to adapt to change. 

When organizations operate in a fast-moving environment, managers often 
adopt a competency-based approach to job analysis.'* This job analysis method 
relies on building job profiles that look at not only the responsibilities and activi- 
ties of jobs a worker a does currently, but the competencies or capabilities he or 
she needs to do them well and to adapt to new job challenges. How the work is 
done (and therefore can be improved) becomes more of the focus than just what 
work is done,” 

The objective is to identify “key” competencies for the organization's success. Com- 
petencies can be identified through focus groups, surveys, or interviews and might 
include such things as interpersonal communication skills, decision-making ability, 
conflict resolution skills, adaptability, or self-motivation. Figure 4.3 shows a form 
used to gather information for a competency-based job analysis. 


Human-Resources-Information and Web-Based 

Job Analysis Systems 

Software programs have greatly facilitated the job analysis process. The programs 
normally contain generalized task statements that can apply to many different jobs. 
Managers and employees select those statements that best describe the job under 
review, indicating the importance of the task to the total job where appropriate. 
The software can also combine the job analysis process with the job evaluation pro- 
cess to help determine the appropriate compensation of jobholders. Publications 
such as HRMagazine and Workforce contain advertisements from numerous soft- 
ware companies offering HRIS job analysis packages. Similar Internet-based pack- 
ages that allow employees to access and complete questionnaires via web links are 
also are available. 
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FIGURE 
4 3 Form Used to Gather Information for a Competency-Based Job Analysis 


Part B: Skill Matrix in a Dejobbed Organisation 
Job Title: XYZ 


|=/hO/@O/;HR)/a| OQ) N | © 
=| NJOJ AJAN] © 
=| NIVAN] © 


1 1 


Technical Communication & Business Leadership & Planning & Initiative & 
Expertise Interpersonal Acumen & Guidance Organising Problem Solving 
Ability Decision Making 


1, 2, 3 etc. are descriptors for each level of the skill e.g. in case of technical expertise (1) might read: basic 
knowledge of handling machine while (8) might read: conducts and supervises complex tasks requiring 
advanced knowledge of a range of skills. 


Dark boxes indicate minimum level of skill required in each skill category for the position XYZ. 


Incumbent is required to move from minimum level to higher levels. The appraisal and rewards are tied to this 
movement to higher levels. 


Source: Feza Tabassum Azmi, “Job Descriptions to Job Fluidity: Treading the Dejobbing Path,” EBS Review no. 23 (2007): 8. 
Reprinted by permission. 


Parts of a Job Description 
Most job descriptions contain at least three parts: (1) the jobs title and location; (2) a job 


“identification” section, which contains administration information such a numerical code Using your answers to 
for the job, to whom the jobholder reports, and wage information; and (3) a job duties the questions asked in 
section. The other important outcome of the job analysis is the job specification, or the Highlights in HRM 1, 
description of knowledge, skills, abilities, and other attributes (KSAOs). If the job specifi- write a job description 
cation is not prepared as a separate document, it is usually stated in the concluding section for your job or the job 
of the job description, as Highlights in HRM 2 shows. Next, let's look at these sections. you most recently held. 


Are there elements of 
the job that are not 
reflected in the job 
description? 


Job Title 

Selecting a job’s title serves several purposes. First, the job title is psychologically im- 
portant because it provides status to the employee. For instance, “sanitation engineer” 
is a more appealing title than “garbage collector.’ Second, if possible, the title provides 
an indication of what the duties of the job entail. Titles such as meat inspector, elec- 
tronics assembler, salesperson, and engineer obviously hint at the nature of the duties of 
these jobs. The job title also should indicate the relative level occupied by its holder in 
the organizational hierarchy. For example, the title junior engineer implies that this job 
occupies a lower level than that of senior engineer. 
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HIGHLIGHTS IN HRM 


Job Description for an Employment 
Assistant 


JOB TITLE: Employment Assistant 


z Division: Southern Area 
£ Department: Human Resources Management 
£ Job Analyst: Virginia Sasaki 
E Date Analyzed: 12/3/11 
d Wage Category: Exempt 
E Report to: HR Manager 
Job Code: 11-17 
L Date Verified: 12/17/11 
5 3 | JOB STATEMENT 
D 2 Performs professional human resources work in the areas of employee recruitment and selection, 
Fa testing, orientation, transfers, and maintenance of employee human resources files. May handle 
3 S special assignments and projects related to EEO/affirmative action, employee grievances, training, 
E 5 or classification and compensation. Works under general supervision. Incumbent exercises initia- 


tive and independent judgment in the performance of assigned tasks. 


[| ESSENTIAL FUNCTIONS 


1. Prepares recruitment literature and job advertisements. 

2. Schedules and conducts personal interviews to determine applicants’ suitability for employ- 
ment. Includes reviewing applications and resumes mailed and submitted electronically. Su- 
pervises the administration of the applicant testing program. Responsible for developing or 
improving testing instruments and procedures. 

3. Presents orientation program to all new employees. Reviews and develops all materials and 
procedures for the orientation program. 

4. Coordinates the division job posting and transfer program. Establishes job posting procedures. 
Responsible for reviewing transfer applications, arranging transfer interviews, and determining 
effective transfer dates. 

5. Maintains a daily working relationship with division managers on human resources matters, 
including recruitment concerns, retention or release of probationary employees, and discipline 
or discharge of permanent employees. 

6. Distributes new or revised human resources policies and procedures to all employees and man- 
agers through via e-mail, the company’s intranet, meetings, memorandums, and/or personal 
contact. 

7. Performs related duties as assigned by the human resources manager. 


Essential Functions and Responsibilities 
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Job Description for an Employment Assistant 
(continued) 


Job Identification Section 

The job identification section of a job description usually follows the job title. It in- 
cludes such items as the departmental location of the job, the person to whom the 
jobholder reports, and the date the job description was last revised. Sometimes it 
also contains a payroll or code number, the number of employees performing the job, 
the number of employees in the department where the job is located, and the code 
assigned to the job using the O*NET system. A “Statement of the Job” usually ap- 
pears at the bottom of this section and distinguishes the job from other jobs in the 
organization—something the job title might fail to do. 


Job Duties, or Essential Functions, Section 

Statements covering job duties are typically arranged in their order of importance. 
These statements should indicate the weight, or value, of each duty. Usually, but not 
always, the weight of a duty can be gauged by the percentage of time devoted. As a 
result of the Civil Rights Act of 1991, the American with Disabilities Act (ADA), 
and landmark court rulings, employers need to be able to show that the job criteria 
they use to select employees for a particular position relate specifically to the duties 
for that job. Moreover, the duties must be essential functions for success on the job. 
For example, if the job requires the jobholder to read extremely fine print, to climb 
ladders, or to memorize stock codes, these physical and mental requirements should 
be stated within the job description. Remember, too, that once the essential functions 
for a job are defined, the organization is legally required to make a reasonable accom- 
modation for disabled individuals who would be able to do the functions if they were 
accommodated, 


Job Specifications Section 

Typically, a job specification section covers two areas: (1) the skill required to per- 
form the job and (2) the physical demands the job places on the employee doing it. 
Skills relevant to a job include the education, experience, and specialized training it 
requires, and the personal traits or abilities and manual dexterities it requires. To 
comply with EEOC requirements, the physical demands of a job should refer to how 
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It's essential for 
companies to 
clearly define the 
duties associated 
with any job, and 

to demonstrate 

the criteria used 

in selecting an 
employee to perform 
the duties of that 
job. 


Levent Konuk/Shutterstock.com 


much walking, standing, reaching, lifting, bending, or talking must be done on the 
job. The condition of the physical work environment and the hazards an employee 
might encounter in the position are also among the physical demands of a job. 

The job specifications section should also include interpersonal skills if a 
competency-based job analysis approach is used. For example, behavioral competen- 
cies might include the ability to make decisions based on incomplete information, the 
ability to handle multiple tasks, and resolve conflicts. 


Problems with Job Descriptions 


Several problems are frequently associated with job descriptions, including the 
following: 


1, If they are poorly written, using vague rather than specific terms, they provide little 
guidance to the jobholder. 


2. They are sometimes not updated as job duties or specifications change. 
3. They may violate the law by containing specifications not related to job success. 


4. They can limit the scope of activities of the jobholder, reducing an organization's 


flexibility. 


Writing Clear and Specific Job Descriptions 


When writing a job description, use statements that are terse, direct, and simply 
worded. Unnecessary words or phrases should be eliminated. The term “occasionally” 
is used to describe duties that are performed once in a while. The term “may” is used 
in connection with duties performed only by some workers on the job. 

Even when set forth in writing, job descriptions and specifications can still be 
vague. To the consternation of many employers, however, today’s legal environment 
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has created what might be called an “age of specifics.” Federal guidelines and court 
decisions now require that the specific performance requirements of a job be based 
on valid job-related criteria.‘* Personnel decisions that involve either job applicants 
or employees and are based on criteria that are vague or not job-related are increas- 
ingly successfully challenged. Managers of small businesses, in which employees may 
perform many different job tasks, must be particularly concerned about writing spe- 
cific job descriptions. To help alleviate the problem of employees claiming that a task 
“is not my job,’ organizations often include language in their job descriptions stating 
that the jobholder will perform “other duties” as needed. Notice that the job-duties 
section in Highlights in HRM 2 contains the following language: Performs related du- 
ties as assigned by the human resources manager. 


Job Design 


Industrial engineering is the study of work cycles to determine which, if any, el- 
ements of work can be modified, combined, rearranged, or eliminated to reduce 
the time needed to complete the work cycle. Time standards are then established 
by recording the time required to complete each element in the work cycle, using a 
stopwatch or work-sampling technique. Industrial engineering dramatically changed 
how people worked around the beginning of the twentieth century and for decades 
to come. 

However, like organizations themselves, the job analysis process has evolved as 
people think about ways to restructure firms to better compete as the marketplace 
changes. Job design is part of this process. Job design, which is an outgrowth of 
job analysis, focuses on restructuring jobs to capture the talents of employees, im- 
prove their work satisfaction, and enhance an organization's performance.) Com- 
panies such as Harley-Davidson and Banner Health are among the many firms 
that have revamped their jobs to eliminate unnecessary job tasks and find better 
ways of doing work. 

As Figure 4.4 illustrates, the four elements examined as a part of job design are: 


1, Organizational objectives a job should fulfill; 


2. Industrial engineering considerations, including ways to make the job technologi- 
cally efficient; 


3. Ergonomic concerns. Ergonomics is the process of studying and designing equip- 
ment and systems that are easy and efficient for employees to use so that their 
physical well-being isnt compromised. Ergonomics will be discussed in greater de- 
tail later in the book when we cover employee safety and health. 


4. Behavioral concerns that influence an employee's job satisfaction. 16 


We have already discussed the basic organizational and strategic concerns 
firms try to meet as part of the job analysis process as well as how industrial 
engineers such as Henry Ford and Frederick Winslow Taylor improved the 
efficiency of work done in organizations. What we have not yet discussed 
in much detail are the behavioral concerns that affect the motivation of em- 
ployees and their job satisfaction. This is especially important when you 
consider the fact that people—not machines—are the most strategic asset 
companies have today. 


LEARNING OUTCOME 4 


Explain how industrial 
engineering and ergo- 
nomics can both clash 
with and complement 
each other in the de- 
sign of jobs. 


industrial 
engineering 

A field of study concerned 
with analyzing work meth- 


ods and establishing time 
standards 


job design 


An outgrowth of job analysis 
that improves jobs through 
technological and human 
considerations in order to 
enhance organization ef- 
ficiency and employee job 
satisfaction 


ergonomics 


The process of studying and 
designing equipment and 
systems that are easy and 
efficient for people to use 
and that ensure their physi- 
cal well-being. 


Using the INTERNET 
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FIGURE 
4 4 Basis of Job Design 


Organizational objectives for the 
job, including tasks, duties, and 
responsibilities to be performed 


Industrial engineering concerns 
centering on efficient production 
processes and work-method 
improvements 


Behavioral concerns reflected in 
the different talents, abilities, and 
skills of employees 


© Cengage Learning 2013 


Many companies 
willingly invest 

in ergonomically 
designed work 
stations because they 
protect the health 
and productivity of 
employees. 


Valeriy Lebedev/Shutterstock.com 
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Job Characteristics Model: Designing Jobs 
to Motivate Employees 


Would you like it if your supervisor timed down to the minute each of the tasks as- 
sociated with your job and then asked you to adhere to those times? Would you find 
this motivating? Probably not. In an effort to counter the motivational problems that 
occur when workers do standardized, repetitive tasks, researchers began proposing 
theories they believed could improve simultaneously the efficiency of organizations 
and the job satisfaction of employees.” Perhaps the theory that best exemplifies this 
research is the one advanced by Richard Hackman and Greg Oldham.'® Hackman 
and Oldham's job characteristics model proposes that three psychological states of a 
jobholder result in improved work performance, internal motivation, and lower ab- 
senteeism and turnover.!? A motivated, satisfied, and productive employee (1) experi- 
ences meaningfulness of the work performed, (2) experiences responsibility for work 
outcomes, and (3) has knowledge of the results of the work performed, Hackman and 
Oldham believe that five core job dimensions produce the three psychological states. 
The five job characteristics are as follows: 


1. Skill variety: The degree to which a job entails a variety of different activities, which 
demand the use of a number of different skills and talents by the jobholder 


2. Task identity: The degree to which the job requires completion of a whole and 
identifiable piece of work, that is, doing a job from beginning to end with a visible 
outcome 


3. Task significance: The degree to which the job has a substantial impact on the lives 
or work of other people, whether in the immediate organization or in the external 
environment 


4. Autonomy: The degree to which the job provides substantial freedom, indepen- 
dence, and discretion to the individual in scheduling the work and in determining 
the procedures to be used in carrying it out 


5. Feedback: The degree to which carrying out the work activities required by the job 
results in the individual being given direct and clear information about the effec- 
tiveness of his or her performance 


A number of job design techniques are being used today in an effort to remake jobs 
as Hackman and Oldham envisioned they could be. The techniques include job en- 
largement, job rotation, and job enrichment. Job enlargement is the process of add- 
ing a greater variety of tasks to a job. Maytag, IBM, and AT&T are some of the 
firms that have used job enlargement to motivate their employees,” Job rotation is a 
process whereby employees rotate in and out of different jobs. Both job enlargement 
and job rotation help alleviate the boredom people experience where they perform 
narrow, specialized jobs. Rotating people in and out of different jobs can also help 
employees who do repetitive physical tasks avoid health problems and on-the-job 
injuries. For instance, after a number of hours on his feet, a drugstore cashier might 
move to the store's photo department and process photos while sitting down. Job 
rotation is also often used in work teams so members can trade off doing different 
tasks as needed. 

Any effort that makes work more rewarding or satisfying by adding more mean- 
ingful tasks to an employee's job is called job enrichment. Originally popularized 
by Frederick Herzberg in the 1960s, job enrichment programs are designed to 


LEARNING OUTCOME S 


Can a firm’s managers 
control the process 

of job crafting? What 
challenges does it pres- 
ent for them? 


Job characteristics 
model 


A job design theory that 
purports that three psycho- 
logical states (experiencing 
meaningfulness of the work 
performed, responsibility 
for work outcomes, and 
knowledge of the results of 
the work performed) of a 
jobholder result in improved 
work performance, internal 
motivation, and lower absen- 
teeism and turnover 


Job enlargement 


The process of adding a 
greater variety of tasks to 
a job. 


Job rotation 


The process whereby em- 
ployees rotate in and out of 
different jobs. 


job enrichment 
Enhancing a job by adding 
more meaningful tasks and 
duties to make the work 
more rewarding or satisfying 
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fulfill the high motivational needs of employees, such as self-fulfillment and self- 
esteem, while achieving long-term job satisfaction and performance goals," Job en- 
richment can be accomplished by increasing the autonomy and responsibility of 
employees. Herzberg discusses five factors for enriching jobs and thereby motivat- 
ing employees: achievement, recognition, growth, responsibility, and performance 
of the whole job versus only parts of the job. For example, managers can use these 
five factors to enrich the jobs of employees by increasing the level of difficulty and 
responsibility of their jobs and allowing them to become more involved in planning, 
organizing, directing, and controlling their own work. Job enrichment can also be 
accomplished by organizing workers into teams and giving these teams greater au- 
thority for self-management. 

Job enrichment programs are not a panacea that can solve all workflow and 
personnel problems, such as the dissatisfaction of employees with their pay, 
benefits, or job security, however. Moreover, not all employees object to the me- 
chanical pacing of an assembly line, nor do all employees seek additional re- 
sponsibilities or challenges. Some people prefer routine jobs because they are 
predictable. 

The techniques we have described so far are ones in which managers or supervi- 
sors formally change the jobs of employees. A less-structured method is to allow 
employees to initiate their own job changes through the concept of empowerment. 


employee Employee empowerment is a technique of involving employees in their work 
empowerment through the process of inclusion. Empowerment encourages workers to become in- 
Granting employees power novators and managers of their own work, and it involves them in their jobs in 
to initiate change, thereby ways that give them more control and autonomous decision-making capabilities. 
encouraging them to take : ; A 

charge of what they do MetLife, AT&T, and Sports Authority are among the companies that have decen- 


tralized their work units and allowed decisions to be made by the employees who 
are directly involved in the production of the products or services being delivered.?? 
These employees have the autonomy and flexibility to meet the demands of cus- 
tomers.” The objective is to develop jobs and basic work units that are adaptable 
enough to thrive in a world of high-velocity change. The cosmetics maker Avon 
empowered its minority managers to improve the sales and service the company 
offers in inner-city markets. Grounded in the belief that minority managers better 
understand the culture of inner-city residents, Avon turned unprofitable markets 
into highly profitable ones. See Highlights in HRM 3 for more examples of em- 
ployee empowerment. 

Employee empowerment succeeds when the culture of an organization is open and 
receptive to change.”* An organization's senior managers set the tone of the organiza- 
tion. If they are honest, confident, trusting, receptive to new ideas, and respect em- 
ployees as partners in the organization's success, it’s more likely the firm will truly be 
able to empower its employees. The following are additional tips for managers who 
want to empower their employees: 


= Participation. Employees should be encouraged to take control of their work tasks. 
Employees, in turn, must care to improve their work process and interpersonal 
work relationships. 


a Innovation. The work environment should be receptive to people with innovative 
ideas and encourage people to explore new paths and to take reasonable risks at 
reasonable costs. An empowered environment is created when curiosity is as highly 
regarded as technical expertise. 
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HIGHLIGHTS IN HRM 


Empowered Employees Achieve Results 


Employers as diverse as Home Depot, Walmart, Cigna HealthCare, Costco, AutoZone, Disney, and Applebee’s have turned 
to their employees to gain a competitive edge. As a result, employees are improving the quality of products and ser- 


vices, reducing costs, and successfully modifying products as well as creating new ones. 


e At Kraft Foods, employees at the company’s Sussex, Wisconsin, food plant participated in work redesign changes 
and team building that increased the plant’s productivity, reduced its overhead, and cut assembly time. 

e At Ford’s factory in Wayne, Michigan, one group of employees made a suggestion saving $115,000 per year on the 
purchase of gloves used to protect workers who handle sheet metal and glass. The group figured out how to have 


the gloves washed so they could be used more than once. 


e Home Depot's Special Project Support Teams (SPST) work to improve the organization's business and information 
services. Employees with a wide range of backgrounds and skills collaborate to address a variety of strategic and 


tactical business needs. 
e American Airlines’ “ 
gay community. 


Access to information. Employees must have access to a wide range of information. 
Involved individuals decide what kind of information they need for performing 


their jobs. 


a 


a Accountability. Empowered employees should be held accountable for producing 
agreed-upon results. Empowerment does not mean being able to do whatever you 
want. 


Two new job design techniques getting attention today are job crafting and de- 
jobbing. According to Amy Wrzesniewski at the Yale School of Management 
job crafting is a naturally occurring phenomenon whereby employees mold their tasks 
to fit their individual strengths, passions, and motives better.”? Dorothy Galvez, an 
administrative assistant at the W. P. Carey School of Business at Arizona State Uni- 
versity is an example. Galvez found a way to make her job more meaningful by doing 
a lot more than traditional administrative work. She expanded her role by planning 
college activities and events, preparing special college reports, and serving as the dean's 
representative at college and business events. Wrzesniewski says employees often re- 
shape their jobs whether managers want them to or not, and that in many cases, job 
crafting results in significantly more employee engagement. Employee engagement 
refers to a situation in which workers are enthusiastic and immersed in their work to 
the degree that it improves the performance of their companies. 

Dejobbing refers to a process of structuring organizations not around jobs but 
around projects that are constantly changing. In a dejobbed organization, a skills ma- 
trix like the one shown in Figure 4.3 is likely to be used instead of a traditional job 
description that defines specific work. Hackman and Oldham predict that this type 
of organizational structure will be the norm in the future.” To be sure, it is hard 


Rainbow Team” of gay employees brought in $192 million in annual revenue by targeting the 


job crafting 


A naturally occurring phe- 
nomenon whereby employ- 
ees mold their tasks to fit 
their individual strengths, 
passions, and motives better 


employee 
engagement 


A situation in which work- 
ers are enthusiastic and 
immersed in their work to 
the degree that it improves 
the performance of their 
companies 


Dejobbing 

refers to a process of 
structuring organizations 
not around jobs but around 
projects that are constantly 
changing. 
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LEARNING OUTCOME G 


Describe the types of 
teams you have worked 
in. Were some more 
successful than others? 
If so, why? How might 
what you have learned 
from being a team 
member be applied in 
an HR context? 


employee teams 


An employee contributions 
technique whereby work 
functions are structured for 
groups rather than for indi- 
viduals and team members 
are given discretion in mat- 
ters traditionally considered 
management prerogatives, 
such as process improve- 
ments, product or service 
development, and individual 
work assignments 
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to imagine a world without jobs. However, the idea might not be as far-fetched as 
you think. Consider W.L. Gore & Associates, which makes Gore-Tex fabric, surgi- 
cal, aerospace, and other products. There are no bosses at W.L. Gore or traditional 
jobs per se. All employees are hired as “associates” and assigned to “sponsors” in the 
functional groups in which they work. The structure has helped create a culture of 
innovation within the company that has repeatedly landed it on Fortune magazine's 
annual list of the United States’“100 Best Companies to Work For.’ 


Designing Work for Employee Teams 


Teamwork has already become a common structure in the workplace. Says Jim 
Barksdale, the chairman and president of Barksdale Management Corporation, a 
private investment management corporation “These days it seems as if every time a 
task needs to be accomplished within an organization, a team is formed to do it.” 
Organizations of all types—Federal Express, Hewlett-Packard, Trek Bicycles, Calvin 
Klein, and LucasFilm, producer of the Star Wars and Indiana Jones films—are using 
employee teams to solve unique and complex problems and improve the collaboration 
among workers and their morale.” Via teamwork, employees are reducing the costs 
of their organizations, creating better goods and services, and speeding up their deliv- 
ery to the marketplace. 

An employee team can be defined as a group of individuals working together to- 
ward a common purpose, in which members have complementary skills, members’ 
work is mutually dependent, and the group has discretion over tasks performed. Fur- 
thermore, teams seek to make members of the work group share responsibility and 
accountability for their group's performance. Part of the reason why employee teams 
exist is that employees, not managers, are closest to the work that’s actually being 
done in an organization. Thus, they are often in a better position to see how the work 
can be done better. As this chapter’s small-business feature clearly explains, teams 
that operate effectively are especially important to small businesses and firms coping 
during an economic downturn as they try to survive. 

Teamwork also embraces the concept of synergy. Synergy occurs when the interac- 
tion and outcome of team members is greater than the sum of their individual ef- 
forts.” Synergy in teams does not automatically happen, though. Rather, it must be 
nurtured within the team environment.” Figure 4.5 lists the behaviors that can help 
a team develop synergy. 

Teams can operate in a variety of structures, each with different strategic purposes 
or functional activities. Figure 4.6 describes common team forms, They include 
cross-functional teams, project teams, self-directed teams, task-force teams, process- 
improvement teams, and virtual teams. Self-directed teams are often championed as 
being the highest form of teams. Also called autonomous work groups, self-managed 
teams, or high-performance teams, they consist of groups of employees who are ac- 
countable for an entire work process or segment that delivers a product or service 
to an internal or external customer. For example, in a manufacturing environment, 
a team might be responsible for a whole product such as a computer screen or a clearly 
defined segment of the production process, such as the building of an engine for a 
passenger car. Similarly, in a service environment, a team is usually responsible for an 
entire group of products and services, Or a team might be responsible for serving cli- 
ents in one particular geographical area. Typical team functions include setting work 
schedules, dealing directly with external customers, training team members, setting 
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FIGURE nes aa 
4 5 Synergistic Team Characteristics 


Team synergy is heightened when team members engage in the following behaviors. 


e Support. The team exhibits an atmosphere of inclusion. All team members speak up and feel free to offer 
constructive comments. 


Listening and Clarification. Active listening is practiced. Members honestly listen to others and seek clarification on 
discussion points. The team members summarize discussions held. 


Disagreement. Disagreements are seen as natural and are expected. The members’ comments are nonjudgmental 
and focus on factual issues rather than personality differences. 


Consensus. The team’s members reach agreements through consensus. Proposals that are acceptable to all team 
members are adopted, even if they not the first choice of some of the individual members. Common ground among 
ideas is sought. 


Acceptance. The team members value one another as individuals. They recognize that each person brings a 
valuable mix of skills and abilities to the team. 


Quality. Each team member is committed to excellence. There is emphasis on continuous improvement and 
attention to detail. 
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FIGURE 
4 G Forms of Employee Teams 


Cross-Functional Teams. A group staffed with a mix of employees from an organization’s marketing, production, 
engineering departments, and so forth and is formed to accomplish a specific objective. 


Project Teams. A group formed specifically to design a new product or service. The members are assigned by their 
managers on the basis of their ability to contribute to the team’s success. The group normally disbands after the task is 
completed. 


Self-Directed Teams. Groups of highly trained individuals performing a set of interdependent job tasks within a natural 
work unit. The team members rely on consensus-type decision-making to perform their work duties, solve problems, or 
deal with internal or external customers. 


Task Force Teams. A task force is formed by management to immediately resolve a major problem. 


Process-Improvement Teams. A group made up of experienced people from different departments or functions. The 
group is charged with improving quality, decreasing waste, or enhancing the productivity of processes that affect all 
departments or functions. The members are normally appointed by management. 
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performance targets, budgeting, inventory management, and purchasing equipment 

or services. To operate efficiently, team members generally acquire multiple skills so 

that they are able to perform a variety of tasks as part of the team, Eas virtual tėàni 
Companies are recognizing that the best people for projects are often in different A team thatütilizes teleco: 

locations. As a result, firms are increasingly using virtual teams. Virtual teams uti- munications technology to 

lize telecommunications technology to link team members who are geographically link team members who are 
A . F fi geographically dispersed— 

dispersed—often worldwide across cultures and across time zones. The technology vir- 


; Pe : , often worldwide across cul- 
tual teams use includes wikis, document-sharing platforms such as Google Docs, online tures and across time zones. 
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chat and instant messaging, 
web and video conferenc- 
ing, and electronic calendar 
systems, to name a few. For 
a major U.S. telecommunica- 
tion client, IBM used a global 
team to develop a web-based 
tool for launching new ser- 
vices. The team included 
members from Japan, Brazil, 
and Britain and delivered 
a finished product in two 
months, a considerable re- 
duction in product delivery 
time.*” The software com- 
pany My SQL is perhaps the 
ultimate virtual team. MY 
SQL has a worldwide work- 
force but no offices. Employees work virtually in self-directed work teams.*! Virtual 
teams do not have to work for just one organization, though. Many virtual teams con- 
sist of members from different organizations. For example, to improve workflows in 
supply chains, it is not uncommon for manufacturers to have their employees team up 
with the employees of their suppliers and the employees of the retailers who buy the 
manufacturers’ products. 

Although virtual teams have many benefits, they are not without their problems.’ 
Paulette Tichenor, president of Organizational Renaissance, a team training organiza- 
tion, notes these concerns with virtual teams: language and cultural barriers, unclear 
objectives, time conflicts due to diverse geographical locations, and members’ ability 
to work in a collaborative setting.” NASA encountered an extreme problem of this 
type in 1999 when it lost a $125 million space probe as a result of its team members 
around the world using different units of measurement—the English system versus 
the metric system.** 

Navi Radjou, an expert in network innovations, notes, “One problem with distrib- 
uting work is that you lose the intimacy of talking things through at the local café.’ 
To help virtual teams “gel,’ more companies are beginning to use online collaborative 
meeting spaces that allow the members of a team to share photos of themselves, their 
bios, links to the social media sites they frequent, and engage with one another via 
private chat. Go-To-Meeting and iMeet are examples of online meeting spaces de- 
signed to create more intimacy among team members. At Nokia, team members are 
encouraged to network online and to share their pictures and personal biographies. 

Regardless of the structure or purpose of the team, the following characteristics 
have been identified with successful teams: 


Online services 
such as Skype and 
iMeet allow virtual 
workers to get better 
acquainted with 

one another and 
have face-to-face 
conversations across 
any distance. 


Bernhard Lang/Photodisc/Getty Images 


2 


=» A commitment to shared goals and objectives 
= Motivated and energetic team members 


Open and honest communication 


= Shared leadership 


= Clear role assignments 
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a A climate of cooperation, collaboration, trust, and accountability 


a The recognition of conflict and its positive resolution 


Unfortunately, not all teams succeed or operate at their full potential. Power 
struggles, uncertainty about the roles members should play, a lack of resources, con- 
flicts of interest, and personality differences are common team problems. Another 
difficulty with work teams is that they alter the traditional manager-employee re- 
lationship. Managers sometimes feel threatened by the growing power of the team 
and the reduced power of management. 

Organizations can help prevent some of the problems a team experiences by de- 
termining how to compensate the team’s members individually and jointly for its 
achievements and by having the members undergo team training. Complete training 
for the team would cover the importance of skills in (1) team leadership, (2) mission/ 
goal setting, (3) conduct of meetings, (4) team decision-making, (5) conflict resolu- 
tion, (6) effective communication, and (7) diversity awareness.” In addition, research 
shows that teams are more effective when they initially establish “ground rules” for 
how they should operate and their members should behave. HRM Experience, at the 


end of the chapter, presents an exercise to set team ground rules. 


Flexible Work Schedules 
Flexible work schedules alter the normal workweek of five eight-hour days in which all 


employees begin and end their workday at the same time. Flexible work schedules can Name some of the 
be implemented by the organization or requested by individual employees. (See High- jobs people do at your 
lights in HRM 4 for how to go about requesting a flexible work schedule from your school. Which of the 
employer.) Employers sometimes depart from the traditional workday or workweek jobs do you think could 
to improve their productivity and the morale of their employees by giving them more effectively incorporate 
control over the hours they work,?° As we explained earlier in the book, flexible work flexible work sched- 
schedules can be used to attract and retain employees when a company is facing tough ules? Which could not? 
times or is unable to offer the benefits or pay a competitor would. In one survey, 42 
percent of employers who were unable to provide raises to their employees said they 
were willing to offer them flexible hours instead.*” The more common flexible work 
schedules are the compressed workweek, flextime, job sharing, and telecommuting. 

The major disadvantage of the compressed workweek involves federal laws regard- 
ing overtime. The Fair Labor Standards Act has stringent rules requiring the pay- 
ment of overtime to nonsupervisory employees who work more than forty hours a 
week. (See Chapter 9.) Another disadvantage of the compressed workweek is that 
it can increase the stress managers and employees experience because long workdays 
can be exhausting. 


Flextime 

Flextime, or flexible working hours, give employees the option of choosing daily start- flextime 

ing and quitting times, provided they work a certain number of hours per day or week. Flexible working hours that 

With flextime, employees are given considerable latitude in scheduling their work. permit employees the option 

H h . ù iod” duri h ` daf h Il il of choosing daily starting and 
owever, there is a “core period” during the morning an ernoon when all employees quitting times, provided that 

are required to be on the job, Flexible working hours are most common in service-type they work a set number of 

organizations—financial institutions, government agencies, and other organizations hours per day or week 

with large clerical operations. Sentry Insurance's Scottsdale, Arizona, office has found 

that flextime provides many advantages for employees working in claims, underwriting, 

and HR areas, At Sentry Insurance, employees work a core period from 9 a.m. to 3 P.M. 

Flexible start times range from 6 A.M. to 9 A.M. and end times from 3 P.M. to 7 P.M. 
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Small Business Application ulil 


Building Teams in the Small Business Environment 


Specialization and employees solely dedicated to well-defined tasks may work well in large corporations, but small 
businesses can't really afford that luxury. In an entrepreneurial business setting, the few employees typically wear 
multiple hats. They need to understand what their coworkers do and how they do it so that the business can always 
continue to function, regardless of circumstances. That’s why a team environment—where a small number of employ- 
ees are cross-trained to perform a variety of roles—is an ideal strategy for the small business owner. 

Debra Bolin, business development manager for HR Connects in Evansville, Indiana, describes how a team environ- 
ment has benefitted her company of two: “We are a small company that is a full-service HR company, so it’s important 
we understand teamwork. We have to be able to work well together and to exchange ideas collectively. Otherwise, we 
can wind up with two people doing the same job over and over.” 

In some ways, establishing a team environment within a small business may be easier because it’s so obvious how 
individuals are contributing to the whole—a key component of success in team building. Adds human resources and 
management development consultant Susan M. Heathfield, “Fostering teamwork is creating a work culture that values 
collaboration. In a teamwork environment, people understand and believe that thinking, planning, decisions, and ac- 
tions are better when done cooperatively.” To nurture this kind of environment, Heathfield recommends holding regular 
discussions about collaboration and its purpose, recognizing and rewarding teamwork both publicly and privately, and 
finding ways to build some fun into team activities in addition to doing the hard work. 

Of course, a successful team starts with an effective leader. Some teams have a single leader while others are 
structured so that members take turns leading. In either case, however, all team leaders need to have the right skills 
for the job. Business strategist Rick Johnson says that team managers need to know how to communicate expectations 
clearly, how to avoid micromanaging, and how to build confidence in team members, which empowers them to perform 
well. This means team leaders will need to learn how to act as facilitators. “Coaching is a skill set that should be re- 
quired training for all managers to improve team management,” adds Johnson. 

Craig Wagganer, a speaker and trainer who specializes in team building, has developed an easy-to-remember 
method for effectively leading teams, which he calls the CARE method. He suggests that team leaders: 


Consider each team member's strengths, goals, and relationship to the team. A good leader will not only capitalize 
on what the team member has to offer, the leader will help the member realize his or her potential. 

Appreciate each team member's gifts and contributions, and express that appreciation often. 

Respect differences among team members so that conflicts can be resolved fairly and impersonally and mistakes 
can be handled with grace, not blame. 

Encourage team members, individually and as a group, in their efforts. 


Waggoner goes on to describe the ripple effect of a healthy team environment under expert leadership: “When 
the heart of each team member is encouraged first by the team leader, then the team will be poised to cheer on each 
other. It starts at the top. And when a person feels encouraged, their outlook changes and becomes one of enthusiasm 
for the cause and excitement for the team making a positive difference and being successful in its endeavors.” That 
kind of optimism goes a long way in the small business environment. 


Sources: Chuck Stinnett, Evansville Courier Press, February 26, 2011, http:/Avww.courierpress.com; Rick Johnson, “The Six Principles of Effective 
Team Management,” www.teambuildingtips.com; Susan M. Heathfield, “How to Build a Teamwork Culture,” http://numanresources.about.com; Craig 
Wagganer, “Team Building Starts with Team Member Building,” www.leadershipinstitute.com. 
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HIGHLIGHTS IN HRM 


How to Request a Flexible Work Schedule 


You might be thinking, “My manager would never agree to a flexible work schedule.” But that is not necessarily so. 
When valued employees make reasonable scheduling requests, managers often try to accommodate employee propos- 
als. Here are some proven strategies for securing different types of flexible work hour arrangements. 


e Investigate. Look into similar arrangements others have made within your company or industry. Research your 
company’s policy on flexible schedules. Be realistic by providing a schedule that will fit the demands of your 
organization. 

e Be Professional. Treat your request as a business proposal. Be positive and assume a “can-do” attitude. Be se- 
rious and present the proposal as a benefit to both you and your company. Present your idea as a “win-win” 
arrangement. 

e Write It Out. Submit your request for a flexible work hour arrangement in a well-organized, detailed written 
proposal. 

e Promote Yourself. Explain your value to your organization. Have others speak to your abilities—especially those in 
authority. Ask to be evaluated based on your quantity and quality of work rather than on the hours you actually 
spend on the job. 

e Anticipate Questions. Be prepared for potential problems and have specific answers on how to deal with these is- 
sues. For example, how you will communicate or coordinate with other employees. 

e Propose a Review. Propose review dates to evaluate your new flexible schedule. Continually assess how you work 
with others and your manager. 


Source: Adapted from Julie Shields, “Showing How to Flex It,” Incentive 178, no. 3 (March 2004): 47. 


Flextime provides both employees and employers with several advantages. By al- 
lowing employees greater flexibility in work scheduling, employers can reduce some 
of the traditional causes of tardiness and absenteeism.** Employees can adjust their 
work to accommodate their particular lifestyles and, in doing so, gain greater job sat- 
isfaction, Employees can also schedule their working hours for the time of day when 
they are most productive. In addition, variations in arrival and departure times can 
help reduce traffic congestion at the peak commuting hours, so employees spend less 
time on the road. 

Besides being a good employee recruiting tool, flextime allows organizations that 
want to improve their service to customers or clients to extend their operating hours. 
Qwest, a telecommunications company, uses flextime to keep its business offices open 
for customers who cannot get there during the day. Research demonstrates that flex- 
time can have a positive impact on the performance measures of reliability, quality, 
and quantity of employee work. 

There are, of course, several disadvantages to flextime. First, it is not suited to some 
jobs. It is not feasible, for example, when specific workstations must be staffed at all 
times. Second, it can create problems for managers in communicating with and in- 
structing employees. There can be drawbacks for employees too. In some organiza- 
tions in which executives are expected to show up at the office early in the morning 
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Flextime is a popular 
policy among workers 
because it gives 
them greater control 
over how they spend 
their time on and off 
the job. 


Flashon Studio, 2010/Used under license from Shutterstock.com 


and not leave until after the sun has set, employees who work flexible schedules might 
have a harder time advancing to top positions. 


Compressed Workweek 

Under the compressed workweek, the number of days in the workweek is short- 
ened by lengthening the number of hours worked per day. This schedule is best 
illustrated by the four-day, forty-hour week, generally referred to as 4/10 or 4/40. 
Employees working a four-day workweek might work ten hours a day, Monday 
through Thursday. Although the 4/10 schedule is probably the best known, other 
compressed arrangements include reducing weekly hours to thirty-eight or thirty- 
six hours or scheduling eighty hours over nine days (9/80), taking one day off ev- 
ery other week. 

Several examples illustrate this popular work arrangement. At AVT, a software 
company in Tucson, Arizona, all general workers work four ten-hour days, with work- 
ers choosing the day they would like off. The organization's information technology 
employees, working swing and midnight shifts, work four nine-hour days. Working 
one less hour is comparable to offering a pay differential. In comparison, employees at 
Nahan Printing, in St. Cloud, Minnesota, work three twelve-hour shifts, while em- 
ployees at the publishing company Marcel Dekker in New York City are employed 
on a Monday-through-Thursday office schedule with employees working a total of 
thirty-eight hours. At Marcel Dekker, employees are given the option of starting their 
workdays between 7:30 a.m. and 9:30 a.m. 

Managers cite the following reasons for implementing compressed workweek 
schedules: 


= Recruitment and retention of employees*? 
= Coordinating employee work schedules with production schedules 


= Accommodating the leisure time activities of employees while facilitating employee 
personal appointments—medical, dental, financial 


Improvements in employee job satisfaction and morale“? 
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Job Sharing 

The arrangement whereby two part-time employees perform a job that otherwise 
would be held by one full-time employee is called job sharing. Job sharers usually work 
three days a week, “creating an overlap day for extended face-to-face conferencing.” 
Their pay is three-fifths of a regular salary. Employers note that without job sharing 
two good employees might otherwise be lost. Notable companies with job sharing 
programs include Sprint, American Express, Lotus Development Company, Carter 
Howley Hale Stores, and Kaiser Permanente, one of the nation’s largest health main- 
tenance organizations. 

Job sharing is suited to the needs of families in which one or both spouses desire 
to work only part-time." It is suited also to the needs of older workers who want to 
phase into retirement by shortening their workweek. For the employer, the work of 
part-time employees can be scheduled to conform to peaks in the daily workload. Job 
sharing can also limit layoffs in hard economic times. A final benefit is that employ- 
ees engaged in job sharing have time off during the week to accommodate personal 
needs, so they are less likely to be absent. 

Job sharing does have several problems, however. Employers may not want to em- 
ploy two people to do the work of one because the time required to orient and train 
a second employee constitutes an added burden. Additionally, managers may find it 
more difficult to supervise two employees, particularly when one job sharer is not 
dependable, job sharers cannot effectively work together, or they simply distrust one 
another.” The key to making job sharing work is good communications between 
partners, who can use a number of ways to stay in contact—phone calls, written up- 
dates, e-mail, and voice mail. 


Telecommuting 
Globalization and technology are drastically changing the “Future of Work,” that 
is, how we do our jobs and the offices we do them in. Telecommuting is the use telecommuting 
of smart phones, personal computers, and other communications technology to Use of personal computers, 
do work traditionally done in the workplace,‘ Telecommuting is increasing in the networks, and other commu- 
United S M | kath a din the offi h nications technology such as 
nited States. Many people work at home on some days and in the office on other fax machines to do work in 
days. The practice is fairly common in California, where commute times are long. the home that is traditionally 
A survey by the Hudson Group, a global consulting firm, found that most workers done in the workplace 
believe that telecommuting at least some of the time is the ideal work situation. 
Both managers and HR professionals note the following advantages of 
telecommuting. 


a Increased flexibility for employees—a better work/life balance 

= Reduced absenteeism 

m Retention of valued employees who might otherwise quit 

= Reduced “carbon footprints” through minimizing daily commuting 
= Increased productivity, i.e., reduced wasted office time 


= Lower overhead costs and reduced office space 


Telecommuting might also reduce stress. According to a research study conducted 
by the University of Wisconsin-Milwaukee, employees who telecommute for most of 
the week were more satisfied with their jobs because they experienced fewer interrup- 
tions and less office politics.” 
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FIGURE 


4.7 


Keys for Successful Telecommuting 


Identify the jobs best suited to telecommuting. Those involving sales, customer service, and auditing are logical 


choices. 


Select responsible employees. Employees who are self-starters, motivated, and trustworthy and who can work 
independently are ideal candidates. Establish employee feedback procedures and performance review methods for 


evaluating employees. 


Establish formalized telecommuting guidelines. The guidelines could cover hours of availability, office reporting 
periods, performance expectations, and weekly progress reports or e-mail updates. 


Begin a formal training program. The training for both telecommuters and managers should include any technical 
aspects of the equipment or software used to facilitate telecommuting and relationship factors such as how and 
when to contact the office or the availability and location of support facilities. 


Keep telecommuters informed. Physical separation can make telecommuters feel isolated and invisible. Department 
and staff updates, including telecommuters on project teams, requiring their attendance at meetings, and “chat 


room” discussions can keep telecommuters “in the loop.” 


Recognize when telecommuting is not working. State in telecommunicating policies that the arrangement can be 
terminated when it no longer serves the company’ needs or if the employee’s performance declines. 


Source: Adapted from Barbara Hemphill, “Telecommuting Productivity,” Occupational Health and Safety 73, no. 3 (March 2004): 16. 


There are potential drawbacks related to telecommuting, however. Some employees 
lack the self-discipline to work alone at home. In addition, collaboration and commu- 
nication within an organization can suffer because employees are not interacting face 
to face with one another on a regular basis.*6 Traditional line managers accustomed 
to managing by observation may find supervising distributed employees stressful. 

Employers wishing to have their employees telecommute must comply with wage 
and hour laws, liability and workers’ compensation regulations, equipment purchase 
or rental agreements with employees, and all federal EEO regulations (see Chapter 3). 
Employees who are denied the opportunity to work from home may feel discrimi- 
nated against and resent telecommuters. Figure 4.7 presents suggestions for estab- 
lishing a successful telecommuting program. 


A job analysis is the systematic 
process of collecting information about all of the pa- 
rameters of a job—its basic responsibilities, the behav- 
iors, skills, and the physical and mental requirements 
of the people who do it. A job analysis should also 
outline the tools needed to do the job, the environ- 
ment and times at which it needs to done, with whom 
it needs to be done, and the outcome or performance 
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level it should produce. The information a job analy- 
sis collects serves many HRM functions, including a 
firms workflow and design of jobs, its legal compliance 
efforts, and the recruitment, selection, training and 
development, performance appraisal, and compensa- 
tion of employees. To comply with the law, human re- 
sources decisions must be based on criteria objectively 
collected by analyzing the requirements of each job. 
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| LEARNING OUTCOME 2 Job analysis data can be gathered 
in several ways—via interviews, questionnaires, ob- 
servations, and diaries. Other more quantitative ap- 
proaches include the U.S. Department of Labor's job 
analysis system, the Position Analysis Questionnaire 
system, the critical incident method, a task inventory 
analysis, and a competency-based analysis. 


eae The format of job descriptions 


varies widely, often reflecting the needs of the orga- 
nization and the expertise of the writer. At a mini- 
mum, job descriptions should contain a job title, a 
job identification section, and an essential functions 
section. A job specification section might also be in- 
cluded. Job descriptions should be written in clear 
and specific terms with consideration given to their 
legal implications. 


SS Job design, which is an out- 


growth of job analysis, focuses on restructuring jobs 
in order to capture the talents of employees, improve 
their work satisfaction, and an organization's per- 
formance. Four basic factors need to be taken into 
account when a job is designed: the organization's 
objectives; industrial engineering concerns of analyz- 
ing work methods and establishing time standards; 
ergonomic considerations; and behavioral aspects 
such as the motivation of employees. 


AUNES In the job characteristics model, 


five job factors affect employees’ satisfaction: job skill 


critical incident method job analysis 
dejobbing 

employee empowerment job crafting 
employee teams job description 
ergonomics job design 
flextime job enlargement 
industrial engineering job enrichment 


job 


job rotation 


job characteristics model 


variety, task identity, task significance, autonomy, and 
feedback. All factors should be built into jobs, since 
each factor affects the psychological state of employ- 
ees. Job enlargement, job enrichment, job rotation, 
employee empowerment, and job crafting are tech- 
niques that have been developed to address the moti- 
vation of employees. 


Increasingly, firms are using em- 
ployee teams to solve unique and complex problems, 
enhance the collaboration among workers, improve 
their morale and performance, and make the most 
of a firm’s scarce resources. An employee team is a 
group of individuals working together toward a com- 
mon purpose, in which members have complemen- 
tary skills, members’ work is mutually dependent, 
and the group has discretion over the tasks it per- 
forms. The types of teams commonly used are cross- 
functional teams, project teams, self-directed teams, 
task-force teams, process-improvement teams, and 
virtual teams. 


ENNIS Flexible work schedules can 


be implemented by the organization or requested 
by individual employees. Employers sometimes de- 
part from the traditional workday or workweek to 
improve their productivity and the morale of their 
employees by giving them more control over the 
hours they work. Compressed workweeks, flextime, 
job sharing, and telecommuting allow employees to 
adjust their work periods to accommodate their par- 
ticular lifestyles. 


job specification 

position analysis questionnaire 
(PAQ) 

task inventory analysis 

telecommuting 

virtual team 
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Discussion Questions © 


eee Place yourself in the position 


of general manager of a service department. How 
might formally written job requirements help you 
manage your work unit? 


CAUNES Discuss the various methods by 
which job analysis can be completed. Compare and 
contrast these methods, noting the pros or cons of 
each. 


Working with a group of three 
or four students, collect at least five different job 
descriptions from organizations in your area. Com- 
pare the descriptions, highlighting similarities and 
differences, 


ee Why is accounting for employee 
motivation such an important aspects of designing 
today’s jobs? 


On the Job: Video Cases 


Analyzing the Workflow and Jobs at Zappos.com 


Zappos executives discuss the focus of the company 
on customer service and the need for employees to 
internalize this corporate culture and reflect it in 
their work behaviors. The stress on employee input 
into solving problems and making suggestions is em- 
phasized. The necessity for shift work to cover the 
twenty-four-hour customer service aspects of an In- 
ternet business is covered. 


What to Watch for and Ask Yourself 


a The 24-hour nature of the Zappos Internet 
business and Zappos’ commitment to rapid 
customer service requires that the call center and 
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The job characteristics model 
has five components that enhance employee jobs— 
skill variety, task identity, task significance, auton- 
omy, and feedback. Give an example illustrating how 
each component can be used to improve the orga- 
nization and the job of the employee. (Suggestion: 
Consider your present or a recent job to answer this 
question.) 


Figure 4.6 shows the different 
forms of employee teams. Provide an example of 
where each type of team can be used. How do teams 
create synergy? 


eT As a small business employer, 


explain how nontraditional work schedules might 
make it easier for you to recruit employees. 


warehouse be staffed twenty-four hours a day, 
seven days a week. If you were the HR director at 
Zappos, what issues would you expect to encounter 
because of this twenty-four-hour schedule? 


=» What argument might Zappos executives 
make for not allowing the company’s call center 
employees to work from home? After all, this 
would be technologically feasible, and Zappos 


makes use of technological potential. 


= Inthe video you can see that Zappos has a diverse 
workforce. What would be the specific issues that 
would be part of the business case for diversity at 


Zappos? 
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HRM EXPERIENCE 
Establishing Ground Rules 


for a Team’s Success ulil 


Professional trainers understand that setting ground rules for teams helps them operate successfully. Ground rules—or 
team norms—are agreed-on formal rules that guide the behavior of a group's member. Ground rules simply state how 
members want to be treated and how members agree to treat others. Ground rules help teams maintain order, promote 
positive behavior, and can be used to correct undesirable actions. 


Assignment 

1. Divide your class into teams. Working within your team, select what you believe are the ten most important norms 
for team behavior. 

2. From the following Behavior List, have each team member silently select two lists of ten items each of the behav- 
iors they believe most critical for a team success. The first list of ten items (your A list) is considered the most 
important for group conduct. The second list (the B list) consists of behaviors that are desirable. 

3. Have the members of your team select a final list of ten items from both lists. These will become your team’s final 
norms. During your discussion, items can be modified or combined to meet your team’s specific needs. 


Behavior List 
While working in our team, individuals should: 


1. Do their fair share of the work. 
2. Check to ensure that everyone clearly understands what is to be done. 
3. Encourage planning, including short-range agendas as well as long-range goals. 
4. Encourage open and candid opinions about issues. 
5. Listen willingly and carefully to other people’s ideas, even if those people have a different viewpoint. 
6. Prepare thoroughly before meetings. 
7. Make team members feel at ease during discussions. 
8. Encourage members to ask questions when they do not clearly understand tasks or procedures. 
9. Outline the pros and cons of decisions faced by the team. 
10. Follow through on task assignments. 
11. Help other members when they need assistance. 
12. Treat all team members as equals. 
13. Paraphrase or restate what someone else says in order to check its meaning. 
14. Openly voice opinions and share ideas. 
15. Be flexible in arranging meeting schedules. 
16. Compliment others for things they have said or done. 
17. Be willing to meet whenever it is necessary to discuss a problem. 
18. Bring conflicts to the attention of the team and deal with them directly. 
19. Express enthusiasm about what the team is doing. 
20. Encourage budgeting of the team’s time. 
21. At the end of a meeting, have members restate their own responsibilities to check for agreement. 
22. Be serious about the team’s work. 
23. Arrive on time for regularly scheduled meetings. 
24. Be willing to listen to other team members’ ideas. 
25. Get the team’s approval on important matters before proceeding. 
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Companies After Bangalore-based Chitra Iyengar decided to adopt a child, she became serious 

5 about a adopting a flexible work schedule after an encounter with her manager at 

Learning to Be IBM India who Sid do not care whether you sit in the park or at home. I ee con- 

Flexible cerned with your deliverables.” For Iyengar, it was eye-opening to realize that work 
did not mean a place she went to, but something that she did. 

In recent years, many firms like IBM India have taken to offering a flexible work 
schedule alternative to many of their employees, a benefit that offers positive outcomes 
to employees and employers alike. Flex-time allows workers to choose their own start 
and end times, as long as they put in the required number of hours following any lim- 
its placed by the employer. Susan M. Heathfield, a human resources and management 
development consultant, writes that flex-time enables employees to achieve a better 
work-life balance and to work when they're at their optimal best, which reduces stress 
and burnout. For employers, flex-time typically reduces absenteeism and turnover, 
and helps employers attract the best candidates for job openings. 

Of course, individual managers may struggle with the logistics of flex-time, which 
is why Dawn Rosenberg McKay, a career planning expert, says that managers and 
employees must work together to devise a realistic plan that balances the company’s 
objectives with individuals needs. Done well, flex-time can ensure that all employees 
are available at peak times and that the office is manned during all operating hours 
and days of the week. Thus, it is probably useful to document the details of a flex- 
time program and to evaluate how well the program is working from time to time. 

For Iyengar, a career-oriented person who loves to work, it took a lot of effort ini- 
tially to adjust to the program, but now she is quite happy with the benefits, noting, 
“Flexi-work is a definite enabler in my life.’ 


Questions 


1. What are the pros and cons of flexible schedules from an employee's perspective? 

2. What considerations should an employer take into account when designing a flex- 
time work schedule? 

3. What can HR managers do to help facilitate flexible work schedules in their 
organizations? 


Source: Saumya Bhattacharya, “Look Ma, No Clock,’ Business Today, (February 24, 2011), http:// 
businesstoday.in; Susan M. Heathfield, Advantages and Disadvantages of Flexible Work Schedules, 
hetp://humanresources.about.com; Dawn Rosenberg McKay, “Flextime: An Alternative Work Arrange- 
ment,’ http://careerplanning.about.com. 


Virtual Teams The F-35 Lighting II Program, also known as the Joint Fighter Program, is the U.S. 


in Action: Department of Defense's next generation stealth fighter aircraft. The Department of 
gina a Defense named Lockheed Martin Aeronautics of Fort Worth, Texas, to design and 
Building the build the fighter with Northrop Grumman and BAE Systems as major partners. 


F-35 Fighter 
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Countries, including Italy, Australia, Canada, Turkey, India, and Israel, have contrib- 
uted toward development costs of the program. 

The success of the mega project hinges greatly on intricate teamwork and the co- 
operation of countless individuals. For example, more than 80 suppliers worked at 
187 locations worldwide to build components for the fighter. A seventy-five member 
technology group at Lockheed’s aeronautics division linked the suppliers along with 
the U.S. Air Force, Navy, and Marines to Britains Defense Ministry to track progress 
and make midstream design and production changes. Individuals working at more 
than 40,000 computer stations collaborated to get the first plane airborne in just four 
years. Speaking of the teamwork involved, Mark Peden, vice president for informa- 
tion systems at Lockheed Aeronautics, said, “It’s the true virtual connection.” 

Teams working both nationally and internationally were connected as if team 
members were working in the same room. Teams communicated via their comput- 
ers while looking at shared documents, carried on e-mail chats, and used electronic 
whiteboards on which geographically separated team members could draw pictures 
or charts, in real time, as others watched and responded. The Internet was designed 
to allow people from different companies with incompatible computing systems to 
interface on websites that speak a common language. 


Questions 


1. What advantages did Lockheed Martin gain by using virtual teams? Explain. 

2. Identify and discuss potential problems with using virtual teams—for example, 
interpersonal, technical, or geographical concerns. 

3. Discuss the characteristics that virtual team members should possess. 


4, What specific training should virtual teams receive? 
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LEARNING OUTCOME Describe 


how a firm’s strategy affects its 
recruiting efforts. 


Outline the 


methods by which firms recruit 
internally. 


Outline the 


methods by which firms recruit 
externally. 


Explain the 
techniques organizations can 
use to improve their recruiting 
efforts. 


Explain 
how career management pro- 
grams integrate the needs of 
individual employees and their 
organizations. 


Explain why 
diverse recruitment and career 
development activities are impor- 
tant to companies. 
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employee profile 


A profile of a worker devel- 
oped by studying an orga- 
nization’s top performers in 
order to recruit similar types 
of people 


LEARNING OUTCOME 11 


This section describes 
some of the major fac- 
tors that can affect a 
firm’s recruiting. What 
other factors might 
play a role? Hint: Refer 
to Chapter 1. 
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n the past, recruiting was often a reactive process firms engaged in periodically 

when a position needed to be filled. Today, however, more companies see the recruit- 

ing function as a strategic imperative and, therefore, an ongoing process. Instead of 
waiting for a job opening, HR managers are studying their firms’ strategies in conjunc- 
tion with their organizational charts, job analysis information, and external factors such 
as the labor market and the competition, and then recruiting proactively and continually. 
The greater competition for talent means that recruiting has become more important for 
managers. Recruiting not only involves looking for talented pools of employees, but mak- 
ing an effort to figure out what they want and establishing the firm as an employer of 
choice so people will want to work for it. 

The Container Store, which regularly tops Fortune’s “100 Best Companies to Work For,” 
is a good example of a company that makes recruiting an ongoing process. Individual 
managers spend two to three hours a week on recruiting activities to locate good can- 
didates, regardless of whether there are job openings at their stores or not. Employees 
are also encouraged to focus their efforts on recruiting. “Basically we have mini human 
resources departments in each of our stores. We challenge each of our 4,000 employees 
to be recruiters and refer us to great people,” says the Container Store’s Director of Re- 
cruiting Karyn Maynard.? 

In this chapter, we will discuss the many strategies and techniques organizations 
use both internally and externally to recruit the talent they need. For example, to find 
ways to reach out to and recruit the right kinds of candidates, some companies develop 
employee profiles by surveying their top performers about what they like to do, what 
events they attend, and how they like to be contacted and recruited. They then pursue 
candidates using this information. We will also discuss the approaches that organizations 
take toward career management over time. This is important because, unlike physical 
assets, human assets (employees) can decide to leave the firm of their own accord. The 
Internet has helped make workers better informed about opportunities and allowed them 
to telecommute or work off-site. As a result, rival firms are in a better position to lure 
good employees away. Finally, at the end of the chapter, we devote special attention to 
the recruitment and career development of minorities and women. 


Strategic Aspects of Recruiting 


Decisions about talent—regardless of whether they pertain to recruiting, transferring, 
promoting, developing, or deploying people—need to be considered within the context 
of a business's strategies and priorities. Consider the decision to outsource and offshore 
work: Most American clothing makers have outsourced or offshored work because la- 
bor costs are cheaper outside the United States, (Nearly all of the clothing purchased 
in the United States today is imported. Just check your clothing labels.) But that’s not 
the strategy Round House Workwear, based in Oklahoma, and All American Cloth- 
ing, based in Ohio, have pursued, These companies have managed to carve out a niche 
by selling products with the “Made in America” label to foreigners who see that label as 
a sign of prestige and Americans who do not want to buy foreign products. The point 
of this story is that recruiters always have to consider the firm's strategy. 
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The broad factors that can affect a firms recruiting strategy include a firm's recruit- 
ing abilities, whether to recruit externally versus internally, the labor market for the 
types of positions it is recruiting for, including global labor markets, and the strength 
of a firms employment “brand.” We will talk about each of these factors next. Note 
that at any given time a firm might need to use multiple recruiting strategies. More- 
over, a strategy that works for one firm or one job might not work for another firm 
(or job). For example, an engineering firm might place a premium on finding highly 
qualified applicants, whereas an amusement park ramping up for a new season might 
place a premium on hiring quickly. Recruiting strategies and their effectiveness can 
change over time as well. As a result, firms need to continuously examine their re- 
cruiting efforts and refine them. So, for example, if the engineering firm landed a huge 
construction contract, being able to hire engineers quickly could become a priority. 


Who Should Do the Recruiting? 


The size of an organization often affects who performs the recruitment function. 
Most large firms have full-time, in-house HR recruiters. In smaller organizations, 
the recruiting might be done by an HR generalist. If the organization has no HR 
function, managers and/or supervisors recruit their own employees. At companies 
such as Macy’s and Williams-Sonoma, the members of work teams help select new 
employees for their groups. 

Organizations that want to focus on their core functions, including small businesses 
that lack time or HR personnel, sometimes outsource their recruiting functions to 
outside firms. This practice is known as recruiting process outsourcing (RPO). recruiting process 
Organizations also sometimes use RPO providers when they need to hire alot of outsourcing (RPO) 
employees or hire employees quickly. RPO providers can also be useful when a firm The practice of outsourcing 
has had trouble finding suitable candidates in the past or needs a different way to tap EAA ane sel 
different talent pools, perhaps to find more diverse candidates. 


Many companies use 
| aa their own internal 
wt \ intranet websites as 
well as their public- 
facing websites and 
other job posting 
websites to recruit 
candidates. 


Rido/Shutterstock.com 
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Regardless of who does the recruiting, it is imperative that these individuals have a 
good understanding of the knowledge, skills, abilities, experiences, and other character- 
istics required for the job and be personable, enthusiastic, and competent. Recruiters can 
often enhance the perceived attractiveness of a job and an organization—or detract from 
it. They are often a main reason why applicants select one organization over another. 


Should a Firm Recruit Internally or Externally? 


Most managers try to follow a policy of filling job vacancies above the entry-level 
position through promotions and transfers, By filling vacancies in this way, an orga- 
nization can capitalize on the investment it has made in recruiting, selecting, training, 
and developing its current employees, who might look for jobs elsewhere if they lack 
promotion opportunities, 

Promoting employees rewards them for past performance and encourages them to 
continue their efforts. It also gives other employees a reason to believe that if they per- 
form similarly, they will be promoted too, This can improve morale within the orga- 
nization and support a culture of employee engagement. Furthermore, the employee's 
familiarity with the organization and its operations can eliminate the orientation and 
training costs that recruitment from the outside would entail. Most important, the 
transferees performance record is likely to be a more accurate predictor of the candi- 
date’s success than the data gained about outside applicants. Promotion-from-within 
policies at Marriott, Nordstrom's, Nucor Steel, and Whole Foods have contributed to 
the companies’ overall growth and success.” 

Managers need to be aware of potential limitations of recruiting internally as well, 
though. For example, jobs that require specialized training and experience cannot al- 
ways be easily filled from within the organization and may need to be filled from the 
outside, This is especially common in small organizations where the existing talent 
pool is limited. Potential candidates from the outside should also be considered in 
order to prevent the “inbreeding” of ideas and attitudes. CEOs are often hired exter- 
nally. Applicants hired from the outside, particularly for certain technical and man- 
agerial positions, can be a source of creativity and innovation, and may bring with 
them the latest knowledge acquired from their previous employers, It is not uncom- 
mon for firms to attempt to gain secrets from their competitors by hiring away their 
employees. Procter & Gamble sued a rival papermaker when it hired former employ- 
ees who had a great deal of knowledge about the making of Charmin toilet paper 
and Bounty paper towels—both P&G products, Amazon.com was sued by Walmart, 
which accused Amazon of hiring away employees who had in-depth knowledge about 
Walmart's sophisticated inventory systems. 

Some applicants bring more than knowledge to their new employers. They bring 
revenue. Talented salespeople, doctors, accountants, lawyers, and hairdressers are ex- 
amples. When these people leave their organizations, their clients often go with them. 
Recruiting externally in this case makes sense, Reaching an employer's diversity goals 
is another factor that can lead a firm to recruit externally. 


internal labor Labor Markets 

market The condition of the labor can have a big effect on a firm's recruiting plans. Dur- 
Labor markets in which ing periods of high unemployment in the economy, organizations might be able to 
workers are hired into entry ; š d leat lified li fi Ücitėd té p d 
level jobs and higher levels maintain an adequate supply of qualified applicants from unsolicited résumés an 
are filled from within from their internal labor markets. Internal labor markets are those where workers 
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are hired into entry-level jobs and higher levels are filled from within.* Using the INTERNET 
A tight labor market, one with low unemployment, might force the employer 
to advertise heavily and/or seek assistance from local employment agencies. 
Keep in mind that the actual labor market a company faces depends upon 
the industry in which the firm operates and the types of position it is seek- 
ing to fill. In one industry, the supply of qualified individuals might be plen- 
tiful for a particular position. Other jobs are chronically hard to fill, such as 
the jobs for machinists, engineers, and IT professionals. 


Regional and Global Labor Markets 
Have you ever noticed that competing firms are often located in the same areas? Oil 
and gas companies are plentiful in the Houston area. Film and television companies 
are clustered around Los Angeles. This is not a coincidence. The clustering occurs 
because the resources these firms need—both human and natural—are located in 
some areas and not others. Many manufacturers have located to the South because 
lower-cost labor is plentiful there and unions are less prevalent than they are in the 
north. Likewise, because nearby Stanford University is one of the top computer- 
science schools in the country, high-tech companies have flocked to Silicon Valley in 
California.” You could open a high-tech firm in Bismarck, North Dakota, but you 
might have a hard time getting talent to relocate there. 
In addition to locating near their talent, to stay apace of their competitors and ex- 
pand their operations around the world, companies are also looking globally for goods 
and services, including labor. This practice is referred to as global sourcing. As we global sourcing 
explained earlier in the book, companies are no longer simply offshoring work to save The business practice of 
labor costs, They are also looking abroad to develop better products around the clock ii for ies utilizing i 
via a global workforce and to attract the best talent wherever it may be. For example, Te ae" ee 
after the fall of the Soviet Union in the 1990s, firms abroad began recruiting talented 
Soviet scientists who had worked for the government and no longer had jobs. Emerg- 
ing countries such as China and India are also heating up the competition for talent as 
firms there attempt to staff the burgeoning high-tech industries in these nations. 
It is not just technical positions firms are trying to fill either. It is lower-skilled po- 
sitions, too. Resorts and vacation areas are among the businesses having trouble find- 
ing employees to staff their operations. “There are not enough American teenagers 
or twenty-somethings to fill those service jobs,’ says Rebecca Wolever of Signature 
Worldwide, a company that offers employees customer service and sales training. 
Recruiting abroad can be very complicated, however. In addition to having to deal 
with a myriad of local, national, and international laws, employers also have to take 
into account the different labor costs, preemployment and compensation practices, 
and cultural differences associated with the countries in which they are recruiting. In 
volatile areas of the world, security is a concern. 
To help them navigate challenges such as these, many companies utilize firms 
such as Genpact and Robert Half International, which specialize in global recruit- 
ing. These firms help companies address the numerous legal complications associ- 
ated with obtaining various types of visas and work permits for the foreign workers 
they are trying to hire. A good starting point for human resources managers look- 
ing to hire outside of the United States is Employees: Handbook on Global Recruiting, 
Screening, Testing and Interviewing Criteria by Salvador del Rey and Robert J. Mignin 
(editors). One chapter is devoted to each of fifty-five nations covered in the reference 


book and legal guide. 
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branding 


Acompany’s efforts to help 
existing and prospective 
workers understand why it is 
a desirable place work 


LEARNING OUTCOME 2 


Sometimes firms do not 
post internal openings 
for which anyone may 
apply. Instead, they 
select someone to pro- 
mote. Why might a firm 
do this and what draw- 
backs could result? 
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Branding 


Whomever and wherever a firm is recruiting, it wants to be the employer of choice 
to attract and hire top candidates before its competitors do, Branding can help 
organizations do this. Branding refers to a company’s efforts to help existing and pro- 
spective workers understand why it is a desirable place to work. 

So how does a company “burnish” its employment brand? One way is to think of ap- 
plicants as consumers and focus on what they want in terms of jobs and careers as op- 
posed to what an organization has to “sell” them, says Diane Delich, with the Kansas 
City, Missouri—based recruiting company Executive Pursuits. Delich advises companies 
to listen to and reach out to applicants just like they do consumers, In fact, some firms 
make their customers their employers. A high percentage of the people the Container 
Store recruits are customers who like doing business with the storage-solution company. 

Some of the newer ways firms are building their employer brands is by reaching out to 
people via social networks. Instead of just posting jobs on the Internet, firms are creating 
Facebook pages to promote the careers they have to offer, striking up conversations with 
potential applicants on those pages, and giving them a preview of what it is like to work 
for their firms. Writing blogs and articles for industry publications is another way. (We 
will talk more about social networks as a recruiting tool later in the chapter.) 

Philanthropic activities are another avenue for reaching out to prospective employees, 
especially Generation Y applicants who are looking for more than just a paycheck and 
promotions in their careers. For example, to establish relationships with promising young 
employees, the accounting and consulting firm Deloitte has teamed up with United Way 
Worldwide and Teach For America Inc, to sponsor alternative spring-break programs for 
undergraduate students who work alongside employees to help communities in need. 

In the global arena, branding can be enormously helpful because locals are often 
unfamiliar with foreign firms. In India, the firms people work for are very important 
to applicants and their families. Genpact has set up “storefronts” in major Indian cities 
to promote the employment brands of its corporate clients, Candidates can walk in 
and chat with company representatives about what these firms do and the kinds of 
opportunities they offer. 

Firms need to be sure the brand they promote to prospective employees truly re- 
flects their internal cultures, however. Painting a rosier picture of your organization 
can backfire because it can leave applicants disillusioned after they have been hired. 
(To help prevent this from occurring, some firms use realistic job previews, which 
are discussed later in this chapter.) Highlights in HRM 1 shows how the hotel chain 
Marriott has been able to establish its brand as an employer of choice by actually en- 
gaging in good recruiting practices. The brand actually reflects Marriott's culture. 


Recruiting Internally 


It is only natural for a firm to look internally first when it needs talent. Internal can- 
didates are readily available, get up to speed faster, and there is less uncertainty about 
how they will perform. You also do not have to run advertisements to find them, 
which can be costly. Next, let’s look at the ways internal candidates are commonly 
identified for job openings. 


Internal Job Postings 
Internal job postings are a quick way to find qualified employees interested in a 
position. A small business might simply post a notice on a bulletin board in its 
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HIGHLIGHTS IN HRM 


Marriott’s Recruitment Principles: Living 
Up to the Employment Brand 


1. Build the Employment Brand. Marriott attracts employees the same way it attracts customers. Just as consum- 
ers buy experiences, not just products, potential employees are looking for a great work experience when they 
shop for jobs. Communicating the promise of a great work experience is what employment branding is all about. 
It is basically a value proposition. According to CEO J. W. Marriott, “For more than 70 years, we've lived by a 
simple motto: If we take care of our associates, they'll take care of our guests. That isn’t just a sentiment. It is 
a strategy—one all businesses must adopt to remain competitive in an environment where our most valuable re- 
source, human capital, drives economic value for our company.” 

2. Get It Right the First Time. Marriott “hires friendly” and “trains technical.” It is better to hire people with “the 
spirit to serve” and train them to work than hire people who know business and try to teach them to enjoy serv- 
ing guests. Marriott hires cooks who love to cook and housekeepers who love to clean. They have learned that this 
approach works both for delivering excellent service and for retaining their employees. 

3. Money Is a Big Thing, But... The top concern of Marriott associates is total compensation. But intangible 
factors taken together, such as work-life balance, leadership quality, opportunity for advancement, work environ- 
ment, and training, far outweigh money in their decisions to stay or leave. Pay matters less, and the other fac- 
tors matter more the longer someone works for Marriott. From flexible schedules to tailored benefit packages and 
development opportunities, Marriott has built systems to address these nonmonetary factors. 

4. A Caring Workplace Is a Bottom-Line Issue. When employees come to work, they feel safe, secure, and welcome. 
Committed associates are less likely to leave, and associate work commitment is one of the key drivers of guest 
satisfaction. Managers are accountable for associate satisfaction ratings and for turnover rates. Every day, associ- 
ates in each of Marriott's full-service hotels participate in a fifteen-minute meeting to review basic values such 
as respect. Managers also encourage associates to raise their personal concerns. They take the time to celebrate 
birthdays and anniversaries. Marriott calls this the loyalty program because it builds loyalty among associates and 
repeat business from customers. The result is that everyone has a stake in making the hotel a success. 

5. Promote from Within. More than 50 percent of Marriott's current managers have been promoted from within. All 
associates are given the opportunity to advance as far as their abilities will carry them. Elevating veterans to po- 
sitions of leadership helps Marriott pass on the soul of its business—its corporate culture—from one generation 
to the next. In addition, promoting from within is a powerful tool for recruitment and retention. Associates cite 
“opportunity for advancement” as a key factor in their decisions to stay with Marriott. (Accompanying that is a 
$100-million-a-year commitment to training.) 


Source: J. W. Marriott, “Competitive Strength,” Executive Excellence 18, no. 4 (April 2001): 3—4; J. W. Marriott, “Our Competitive Strength: Human 
Capital,” Executive Speeches 15, no. 5 (April/May 2001): 18-21. 


break room. Larger companies generally post their openings on their intranet sites. 
The intranets of some companies alert employees about jobs in which they may be 
interested. As a position becomes available, a list of employees interested in that 
position is retrieved, and the records of these employees are reviewed to select pos- 
sible candidates for interviews. The employees can be electronically notified about 
interview schedules and track their progress electronically through the various hir- 
ing stages.° 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


PART 3 Developing Effectiveness in Human Resources 


9-box grid 

A comparative diagram 
that includes appraisal and 
assessment data to allow 
managers to easily see an 
employee’s actual and po- 
tential performance 


Identifying Talent through Performance Appraisals 

Successful performers are often good candidates for a promotion. Identifying and de- 
veloping all employees is a role that all managers should take seriously. A tool called a 
9-box grid is helping firms such as General Electric, Novartis and others do this. The 
grid helps managers assess appraisal and assessment data to be compiled into a single 
visual reference so they can see both an employee's actual performance as well as po- 
tential performance. This can then help managers determine what the developmental 
needs of the employee are and what the person’s next steps within the organization 
might be. Figure 5.1 is an example of a 9-box grid. 


Skills Inventories and Replacement Charts 

As we discussed in Chapter 2, firms use skills inventories to help track an employee's 
education, past work experience, vocational interests, specific abilities and skills, com- 
pensation history, and job tenure to see how it can best be used. Procter & Gamble 
and HSBC are among the firms that track their employees this way in order to locate 
capable employees who can be recruited to fill open positions. Along with skill inven- 
tories, replacement charts are an important tool for succession planning, At GE, for 
every position at or above a director level, two or three people are usually identified 
who can easily step in when the current jobholder moves on.’ 

As we also discussed in Chapter 2, more firms are electronically capturing the qual- 
ifications of each of their employees. Companies such as PeopleSoft and SAP have 
developing automated staffing and skills management software. These information 
systems allow an organization to rapidly screen its entire workforce to locate suitable 


FIGURE 


9.1 


An Example of a 9-Box Grid 


o 
5 
= 
oO 
a 
oO 
oO 


Novice showing high 
potential/has 
demonstrated high 
potential in previous roles 


Novice New in company/role. 


Test in role. Has potential to 
improve performance 


Capacity and/or capability for 
progression after further 
potential has been released 


Developer may have potential 
to do more through lateral 
move/bigger responsibility. 

Needs to be tested to ensure 

capability is maximized 


Capacity and/or ability for 
immediate advancement 
clear potential beyond current 
role 


High performer, ready for 
additional challenge. Potential to 
perform in another role at same 

level (transferable skills) 


Risk performance issues 


Highly valued possibly a 
specialist 


Performance 
Talent Management 


High performer, hard to 
replace possibly a specialist 
(% of individuals to be 
here??) 


Source: © RapidBl.com 2000-2008 
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FIGURE 
9 Warning Signs of a Weak Talent “Bench” 


. It takes a long time to fill key positions. 
2. Key positions can be filled only by hiring from the outside. 


3. Vacancies in key positions cannot be filled with confidence in the abilities of those 
chosen for them. 


4. Replacements for positions often are unsuccessful in performing their new duties. 


5. Promotions are made on the basis of whim, favoritism, or nepotism. 


Source: Adapted from William Rothwell, Effective Succession Planning (New York: AMACOM, 2000). 


candidates to fill an internal opening. The data can also be used to predict the career 
paths of employees and to anticipate when and where promotion opportunities 
might arise. 

At least one research study has found that managers often hire external candidates 
rather than promote their current employees because they have a tendency to over- 
value unfamiliar candidates and undervalue known ones.? This tendency can leave 
a firm's current employees disillusioned to the point where they begin looking else- 
where for jobs, even when the external candidates hired end up being very qualified 
for their positions, When experienced employees leave an organization they take with 
them years of corporate know-how that is hard to replace. Some signs that the firm 
needs to work harder at grooming internal talent are shown in Figure 5.2. To lessen 
the chances of losing top performers, some managers actively identify high potential 
“at risk” employees and take steps to retain these people. 


Recruiting Externally 


The sources from which employers recruit externally will vary with the type of posi- 
tion to be filled. A computer programmer, for example, is not likely to be recruited 
from the same source as a machine operator. Trade schools can be a good source of 
applicants for entry-level positions, though these recruitment sources are not as use- 
ful when highly skilled employees are needed. Some firms keep detailed statistics by 
job type on the sources from which their employees are hired. This helps human re- 
sources managers make better decisions about the places to begin recruiting when 
different job openings arise. We will talk more about recruiting statistics later in the 
chapter. 


Advertisements 

Advertising job openings on websites and in newspapers and trade journals is a com- 
mon way to attract candidates. But help-wanted signs, billboards, and even Craigslist 
are sometimes used, In countries in which literacy rates are low, radio and television 
ads can be more effective. Ads and pages on social networking sites, e-mail campaigns, 
Twitter, and text-messages are new ways recruiters are getting the word out about 
job openings. 


LEARNING OUTCOME 3 


If you were a small 
business owner, how 
would you go about 
attracting top external 
candidates to your 
firm? 
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Advertising has the advantage of reaching a large audience of possible applicants. 
However, some degree of selectivity can be achieved by using newspapers and jour- 
nals directed toward a particular group of readers. Professional and trade journals, 
blogs, the professional social networking groups on LinkedIn, and the publications of 
unions and various fraternal or nonprofit organizations will attract different types of 
candidates than help wanted signs, for example. 

Preparing recruiting advertisements not only is time-consuming, it requires 
creativity in terms of developing their design and message content. Well-written 
advertisements highlight the major assets of the position while showing the respon- 
siveness of the organization to the job, career, and lifestyle needs of applicants. Also, 
there appears to be a correlation between the accuracy and completeness of infor- 
mation provided in job advertisements and an organization's recruitment success. 
The more information disclosed, the better. Among the information typically in- 
cluded in advertisements is that the recruiting organization is an equal opportunity 
employer. 

However, even when a job opening is described thoroughly in an advertisement, 
many unqualified applicants will still apply. HR personnel often have to sift through 
stacks of inquiries and résumés to locate qualified candidates. In fact, for each vacant 
position, HR staff and managers typically review 20 to 100 résumés. Fortunately, 
software developers are designing new tools companies can use to prescreen appli- 
cants online, digitize their résumés, distribute the data into company databases, and 
automate the process of candidate referrals from in-house personnel.'® 


Walk-Ins and Unsolicited Applications and Résumés 

Walk-in job seekers seeking jobs that pay hourly wages are common in smaller orga- 
nizations. Employers also receive unsolicited applications and résumés. Walk-in ap- 
plicants and individuals who send unsolicited résumés to firms may or may not be 
good prospects for employment. However, it is a source that cannot be ignored. In 
fact, it is often believed that individuals who contact employers on their own initia- 
tive will be better employees than those recruited through college placement services 
or newspaper advertisements. 

Good public relations dictate that any person contacting an organization for a job 
be treated with courtesy and respect. Not treating applicants with respect will harm a 
company’s employer brand. If there is no present or future possibility of employment 
in the organization, the applicant should be tactfully and frankly informed. Research 
has shown that a candidate who has been treated well by a potential employer will, on 
average, tell one other person. On the other hand, a candidate who has been treated 
poorly—perhaps receiving a tardy rejection letter or no letter all—will, on average, 
tell eleven other people. 


The Internet, Social Networking, and Mobile Recruiting 

Looking on the Internet is the most commonly used search tactic by job seekers 
and recruiters to get the word out about new positions, Both companies and ap- 
plicants find the approach cheaper, faster, and potentially more effective. There are 
tens of thousands of independent job boards on the web. The top three—Monster, 
Career-Builder, and Yahoo's Hot Jobs—make up about half of the people re- 
cruited from independent job boards. Specialty Internet recruiting sites such as 
AttorneyJobs.com, Medzilla (for the pharmaceutical industry), AMFMJobs.com 


(for radio personnel), Vets4Hire.com, and 6FigureJobs.com (for executives) are 
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In some market 
segments, such as 
retail stores and 
restaurants, it is quite 
common for employers 
to find excellent 
prospective employees 
through walk-in 
applications. 
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common too, Recruiters can place ads on these sites, or they search for résumés 
based on keywords. Monster has a premium service that narrows down applicants, 
ranks candidates, and compares them side by side. Staffing experts say it is also a 
good idea to post your firm’s jobs at free association and trade group sites, where 
your specific talent pool is most likely to congregate.'* Of course, most large com- 
panies post job openings on their own corporate websites, usually under a link ti- 
tled “Careers.” Some companies are now posting podcasts that profile the working 
lives of their different employees. 
As we indicated earlier in the chapter, to help establish their employer brands as 
well as recruit talent, many companies are making use of social networking tools 
to recruit employees. Recruiters are joining groups on LinkedIn that target certain 
types of professionals. And, of course, companies are flocking to Facebook, for ex- 
ample, to create free recruiting sites where recruiters post job information, showcase 
their company’s attractive features, offer job advice, and post company news. The 
organizations then buy advertisements on Facebook directing potential candidates 
to their sites. 
Software developers have created talent search software, which can be customized 
to search the web for valuable but passive job candidates, based on information they 
post on industry blogs, social networking sites, and so forth. Passive job seekers are passive job seekers 
people who are not looking for jobs but could be persuaded to take new ones given People who are not look- 
the right opportunity. Zoominfo.com is one such tool. ing for jobs but could be 
Mobile recruiting has given creative recruiters another new tool to use in the war a aa 
for talent. Mobile recruiting is the process of recruiting candidates via their mobile 
devices. It is no secret that people are glued to their mobile phones these days. For this 
reason, whatever social networking or Internet platform an organization uses should 
have a mobile application tied to it, recruiting experts advise. On the three-block walk 
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between his office and parking spot, Owen Williams, Macy’s executive recruiting di- 
rector, uses a mobile application of LinkedIn and Twitter to post job openings and 
extend invitations to connect to potential candidates and to keep up with what is 
happening in his industry. Williams says that mobile recruiting has the advantage 
of speed, which is important in competitive labor markets and when a firm needs to 
recruit talent fast.“You never know how long a great candidate will be on the market, 
so you have to capitalize on the moment,’ says Williams.” 

Text messages are also being used to send prospective employees information 
about jobs. Some surveys show it is the most popular type of e-recruiting, perhaps 
because people know how to use it the best. Text messages work well because they 
are inexpensive, easy to send, fast, and work with any cell phone. Plus, because most 
people have their mobile devices on all of the time, they get the messages immediately 
instead of having to launch applications on their phones to get to a site such as Face- 
book or LinkedIn. 

Using social networks is an inexpensive way to recruit people as compared to print 
ads, which can cost hundreds of dollars to run. But there can still be costs involved a 
recruiter might not necessarily think about. Patrice Rice, the president of Patrice and 
Associates Inc., a Dunkirk, Maryland, hospitality industry recruiter, figures in one year 
alone she spent $60,000 on branding, a Facebook campaign, and employing a part-time 
social media manager to maintain the company’s online presence, partly so recruiters do 
not have to, but also to be quicker to respond to queries from potential candidates.!* 

Another potential drawback of using social media, such as Facebook, Twitter, and 
the Internet in general, is that some groups of people are less likely to be “wired.” 
The disabled are an example. A 2010 study by the Kessler Foundation and National 
Organization on Disability (NOD) found that whereas 85 percent of adults without 
disabilities access the Internet, only 54 percent of adults with disabilities do. As a 
result, relying too heavily on electronic recruiting could hurt a company’s diversity 
efforts. And despite the fact that social media is a burgeoning way to recruit employ- 
ees, some surveys show that the number of employees actually hired via social media 
recruiting is still relatively small compared to other methods. 


Job Fairs 
Job fairs can be a good way to cast a wide net for diverse applicants in a certain region. 
At a job fair companies and their recruiters set up booths, meet with prospective ap- 
plicants, and exchange employment information. Often the fairs are industry specific. 
One drawback of job fairs is that although they attract a lot of applicants, many of 
them might not be qualified. Another problem is that they only attract applicants in 
the regional area in which they are held. One way to get around the latter problem 
is to hold a “virtual job fair” that anyone, anywhere can attend. During a virtual job 
fair, recruiters man “virtual booths’ online, where they provide links to their career 
resources, collect résumés, and talk with candidates via online chat functions. Com- 
panies can also administer screening questionnaires and, if a web cam feature is in- 
corporated, see the candidates. Unicruit.com is a company that hosts virtual job fairs. 
Holding a virtual job fair can also be cost effective for both recruiters and attendees 
because they do not have to pay travel costs. 


Employee Referrals 
The recruitment efforts of an organization can be greatly aided by employee referrals, 
or recommendations from the firm's current employees about potential candidates. In 
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fact, word-of-mouth recommendations are the way most job positions are filled. (Ap- 
parently there is truth to the phrase, “It is not what you know, but who you know.’) 
Managers have found that the quality of employee-referred applicants is normally 
quite high, since employees are generally hesitant to recommend individuals who 
might not perform well. In general, applicants who are referred by a current employee, 
if hired, tend to remain with the organization longer as well.” 

Some firms have created referral pages on their intranets to make it easier for 
employees to refer candidates as well as track their progress through the hiring pro- 
cess. Accenture is a company that has such a site. See Case Study 1 to learn how 
computer widgets are being used to facilitate employee referrals as well. Highlights in 
HRM 2 shows some additional ways firms can encourage employee referrals. 


HIGHLIGHTS IN HRM 


Employee Referral Programs 
That Work 


A company’s current employees just may be its greatest source of future employees, too, thanks to a well-designed and 
well-promoted Employee Referral Program. Here are several suggestions for creating an effective program: 


e Make the ERP part of the company culture. Companies typically need more of certain types of skills than others, and 
they often have a general profile of background, education, values, and ethics in mind for their candidates. So a big 
part of building an effective referral program is educating employees about the kinds of people the organization 
wants to hire—and continuing to keep that profile in the forefront. Helping employees see how finding the right 
types of candidates will enhance the overall team also adds to their enthusiasm for the program. 

e Be responsive. Failing to acknowledge referrals promptly makes employees feel as if their efforts have disappeared 
into a black hole, which is demotivating. Instead, let the candidate and the referring employee know right away 
when a referral has entered the system. Then give the referred candidate priority processing in terms of screening 
and interviewing to demonstrate how much good referrals are valued. 

e Up the ante. Consider creating two tiers of financial incentives for referrals: small rewards for candidates that meet 
the company’s requirements but are not selected, and larger rewards for successful matches. 

e Provide rewards that employees value. Some companies offer healthy bonuses, all-expense paid weekend trips, dona- 
tions to the referring employee's favorite charity, or free insurance as incentives for successful referrals, but there 
are plenty of other options available, too. Many experts agree that public recognition, perhaps at a company meet- 
ing or department luncheon, can be equally rewarding. 

e Give employees the right tools. Consider supplying employees with special “we're recruiting” business cards to hand 
out when meeting people face-to-face. And make it easy for employees to post or tweet information about job 
openings to their online network of associates. 

e Measure results. It should go without saying that after the program is implemented, managers need to study the 
results in terms of the volume of referrals, qualifications of candidates, and success of new hires on the job. These 
results can then be used to fine-tune the program. 

Source: “How a Talent Management Plan Can Anchor Your Company’s Future,” HR Focus 81, no. 10 (October 2004): 7-10; Susan M. Heathfield, 


“You Can Inspire Great Employee Referrals,” http://humanresources.about.com; John Sullivan, “Advanced Employee Referral Programs—Best 
Practices You Need to Copy,” www.drjohnsullivan.com. 
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There are some negative factors associated with employee referrals and profiles, 
though. They include the possibility of corporate “inbreeding.” Since employees and 
their referrals tend to have similar backgrounds, employers who rely heavily on em- 
ployee referrals to fill job openings may intentionally or unintentionally screen out, 
and thereby discriminate against, protected classes. Some researchers have found 
that inbreeding occurs gradually as part of a three-stage trend: According to the 
Attraction-Selection-Attrition (ASA) model, in the first stage (Attraction) people 
with values similar to an organization are attracted to it and become employees. In 
the second stage (Selection), these employees then choose applicants similar to them- 
selves, In the final stage (Attrition) employees who do not fit in leave. The result is an 
ultra-homogenized organization. 


nepotism The practice of hiring relatives, referred to as nepotism, can invite charges of favor- 
A preference for hiring rela- itism, especially in appointments to desirable positions. HR personnel hiring globally, 
tives of current employees however, need to realize that in other cultures, including Asia and the Middle East, 


nepotism is the norm, Even in the United States, nepotism gets mixed reviews, in part 
because family members are in an ideal position to pass job knowledge and skills on 
to one another. Many corporate dynasties (Ford Motor Company and the Rockefeller 
Foundation among them) have been built on nepotism. Labor unions would not have 
flourished without it. In recent years, a number of law firms and universities have 


dropped restrictions against hiring spouses on the basis that they are prejudicial.’® 
Rerecruiting 
rerecruiting Rerecruiting is the process of keeping track of and maintaining relationships with 
The process of keeping track former employees to see if they would be willing to return to the firm. Rerecruiting is 
of and maintaining relation- not uncommon. At the accounting and consulting firm Deloitte, over 75,000 former 
ships with former employees ; “ ‘ ” ; : 
to see if they would be will- employees are kept track of via an “alumni network.’ Other organizations that have 
ing to return to the firm alumni networks include Microsoft, Oshkosh, and Ernst & Young.'? 


Executive Search Firms 

In contrast to public and private employment agencies, which help job seekers find 
the right job, executive search firms (often called “headhunters”) help employers 
find the right person for a job. Firms such as Korn/Ferry International, Heidrick & 
Struggles, and Mercer & Associates are top recruiting firms for executives. Executive 
search firms do not advertise in the media for job candidates, nor do they accept a fee 
from the individual being placed. 

The fees charged by search firms can range anywhere from 25 to 40 percent of the 
annual salary for the position to be filled. For the recruitment of senior executives, 
this fee is paid by the client firm, whether or not the recruiting effort results in a hire. 
It is for this practice that search firms receive the greatest criticism. 

Nevertheless, as we noted earlier, hiring new chief executive officers (CEOs) 
from outside the organization has become commonplace. A large number of these 
new CEOs are placed in those positions through the services of an executive search 
firm. However, newer data suggest that CEOs who are promoted from within their 
organizations actually outperform those hired from the outside. Moreover, due to 
high-profile CEO-related scandals and bankruptcies that have occurred in recent 
times, human resources personnel are increasingly being called on to demand more 
from executive search firms and to assist boards of directors in the careful selec- 
tion of top executives. In some instances, executive search firms have been criti- 
cized for selling the “Superman” qualities of outside CEOs—for which firms pay a 
premium. 
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Educational Institutions 

Educational institutions typically are a source of young applicants with formal training 
but relatively little full-time work experience. High schools are usually a source of em- 
ployees for clerical and blue-collar jobs. Community colleges, with their various types 
of specialized training, can provide candidates for technical jobs. These institutions can 
also be a source of applicants for a variety of white-collar jobs, including those in the 
sales and retail fields. Some management trainee jobs are also staffed from this source. 

For technical and managerial positions, colleges and universities are generally the 
primary source. Given these numbers and the strong demand for highly skilled em- 
ployees, colleges are likely to remain a good recruiting source. In addition, many U.S. 
universities are setting up campuses overseas. As a result, HR professionals in the 
coming years will have a new source from which to recruit employees abroad.” 

Not using campus placement offices effectively and trying to visit too many cam- 
puses instead of concentrating on select institutions are common mistakes firms make 
when recruiting on campus. Rather than recruiting students from dozens of schools 
as they have done in the past, companies such as Nestle are targeting fewer colleges 
and forming closer partnerships with them. Employees guest lecture at the schools 
and develop relationships with instructors, who then recommend students for jobs. 
(Yes, it pays to be nice to your teacher.) Another mistake recruiting firms make is not 
continuing the college-recruiting effort on a long-term basis once it is begun. 

Furthermore, some recruiters sent to college campuses are not sufficiently trained 
or prepared to talk to interested candidates about career opportunities or the require- 
ments of specific openings or do not follow up with them. This is a grave mistake 
because research shows that students’ perceptions of recruiters have a big impact on 
which jobs and companies they choose to pursue. “It is all about how [students] are 
treated in the campus recruiting process and the feeling that they get from the people 
they interact with,’ says Mary Scott, the founder of a college recruitment consulting 
firm in West Hartford, Connecticut. Figure 5.3 shows some of the steps firms can 
take to strengthen their on-campus recruiting relationships. 


FIGURE Steps for Strengthening a Firm’s On-Campus Recruiting 
53 Relationships 


Invite professors and advisers to visit your office and take them to lunch. 
Invite them to bring a student group to the office. 


Send press releases and newsletters by mail or e-mail to bring them up to date on the 
firm’s latest news and innovations. 


Provide guest speakers for classes. 


Conduct mock interviews, especially in years when not interviewing for full-time or 
internship positions. 


Provide scholarships to students. 


Attend the campus career fair, even when the firm is not going to be hiring, so that its 
name becomes known by the faculty and students. 


Offer job-shadowing programs for students. 


Sources: Bruce Busta, D’Arcy Becker, and Jane P. Saly, “Effective Campus Recruiting: The Faculty Perspective,” 
CPA Journal 77, no. 7 (July 2007): 62-65; Deborah J. Sessions, “Recruiting Made Easy,” Journal of Accountancy 201, 
no. 5 (May 2006): 31-34. 
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To attract high-demand graduates, in addition to offering higher pay, firms some- 
times employ innovative recruitment techniques such as work-study programs, low- 
interest loans for promising recruits, scholarships, and internships. Internships can 
be a great way for firms to “try out” college students who want to work in their fields 
and for students to decide if they want to work for an organization long term. How- 
ever, many internships are not as successful as they should be because the spon- 
soring firms haven't thought through how to effectively utilize their interns. This 
can lead to bored interns who can, in turn, become disillusioned about their fields. 
Highlights in HRM 3 shows steps companies can take to ensure their internships 
are truly successful. 


Professional Associations 

Many professional associations and societies offer a placement service to members 
as one of their benefits. Lists of members seeking employment may be advertised in 
their journals or publicized at their national meetings. For the mutual benefit of em- 
ployers and job seekers, placement centers are usually included at the national meet- 
ings of professional associations. The Society for Human Resource Management 


HIGHLIGHTS IN HRM 


Making Your Internship Program 
a Success 


Let's assume your company’s management has realized that internships benefit both your firm and the students they 
employ. And let’s assume management understands that statistically interns usually make the best future full-fledged 
employees. So now let’s look at how to make your internship program a success. Experts agree you should: 


e Reach out to colleges and universities to begin building relationships with them. Let the career advisors at these 
schools know what you are looking for and what you have to offer the interns, and continue to promote your pro- 
gram on an ongoing basis. 

e Clearly define what you are looking for in a candidate in terms of: current enrollment, GPA, preferred or required 
major, specific skills, attributes, and other experience. 

e Devise a budget for intern recruiting, selection, compensation, relocation, housing, and travel. 

e For each intern position, develop a work plan—a list of responsibilities and tasks that will be performed by this 
person. Since the intern will probably be assigned to a supervisor who will serve as the intern’s mentor, it might be 
useful to get input from the supervisor regarding the position. 

e Write an internship handbook that includes information on intern orientation, mentoring, executive engagement, 
project work, and cross-functional activity opportunities. Provide this to all of the supervisor/mentors in the pro- 
gram as well as the interns. 

e Set up a system for providing interns with feedback on their performance, preferably at the midpoint of their in- 
ternship and again at the conclusion. Make the experience a teachable moment. 


Source: Getting the Most from Internship Programs,” Supply Chain Management Review 13, no. 8 (2009): 34; Audrey Watters, “5 Tips for Creating 
an Internship Program for Your Startup,” www.readwriteweb.com; Jean Scheid, “Designing Internship Programs,” www.brighthub.com; Penny 
Loretto, “Developing an Internship Program,” http://internships.about.com. 
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(SHRM), for example, helps employers and prospective HR employees come 
together. 


Labor Unions 

Labor unions have been a principal source of applicants for blue-collar and some pro- 
fessional jobs. Some unions, such as those in the maritime, printing, and construction 
industries, maintain hiring halls that can provide a supply of applicants, particularly 
for short-term needs. Employers wishing to use this recruitment source should con- 
tact the local union under consideration for employer eligibility requirements and 
applicant availability. 


Public Employment Agencies 

Each of the fifty U.S. states maintains an employment agency that administers its 
unemployment insurance program. Many of the state agencies bear such titles as De- 
partment of Employment or Department of Human Resources. They are subject to 
certain regulations and controls administered by the U.S. Employment and Training 
Administration (ETA). 

State agencies maintain local public employment offices in most communities of 
any size. Individuals who become unemployed must register at one of these offices 
and be available for “suitable employment” in order to receive their weekly unemploy- 
ment checks. As a result, the agencies are able to refer to employers with job openings 
those applicants with the required skills who are available for employment. Most of 
the local employment offices have a local job bank book published as a daily computer 
printout. Many of the jobs can also be found on the web at America’s Job Exchange 
and America’s Career InfoNet (ACINet). Employer openings are listed along with 
other pertinent information, such as number of openings, pay rates, and job speci- 
fications. Employment interviewers in an agency can access a list of all job openings 
in the geographic area for which applicants assigned to them might qualify. Further- 
more, applicants looking for a specific job can review the lists and apply directly to 
organizations with openings. 

In addition to matching unemployed applicants with job openings, public employ- 
ment agencies sometimes assist employers with apprenticeship programs, employ- 
ment testing, job analysis, evaluation programs, and community wage surveys. 


Private Employment and Temporary Agencies 

Charging a fee enables private employment agencies to tailor their services to the 
specific needs of their clients. Snelling Staffing Services, Manpower, Kelly Services, 
and Olsten are among the largest private employment agencies. However, it is com- 
mon for agencies to specialize in serving a specific occupational area or geographic 
area. When recruiting abroad, companies frequently use local employment agencies 
because they understand a country’s culture, labor market, and better how to recruit 
workers there. 

Depending on who is receiving the most service, the fee may be paid by the em- 
ployer, the job seeker, or both. It is not uncommon for private employment agencies 
to charge an employer a 25 to 30 percent fee, based on the position’s annual salary, if 
the employer hires an applicant found by the agency. 

Private employment agencies differ in the services they offer, their professionalism, 
and the caliber of their counselors. If counselors are paid on a commission basis, their 
desire to do a professional job may be offset by their desire to earn a commission. 
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Thus, they may encourage job seekers to accept jobs for which they are not suited. 
Because of this, job seekers would be wise to take the time to find a recruiter who is 
knowledgeable, experienced, and professional. When talking with potential recruit- 
ers, individuals should discuss openly their philosophies and practices with regard to 
recruiting strategies, including advertising, in-house recruiting, screening procedures, 
and costs for these efforts. They should try to find a recruiter who is flexible and who 
will consider their needs and wants. 

In addition to placing permanent workers, many private agencies hire and place 
workers in temporary positions. “Temps” are typically used for short-term assign- 
ments or to help when managers cannot justify hiring a full-time employee, such as 
for vacation fill-ins, for peak work periods, or during an employee's pregnancy leave 
or sick leave. Increasingly, temps have been employed to fill positions once staffed by 
permanent employees. Figure 5.4 shows the major temporary agencies in the United 
States and the types of employees in which they specialize. 

Temps give organizations added flexibility because they can be hired and laid off as 
needed, Also, the employment costs of temporaries are often lower than those of per- 
manent employees because temps are not provided with benefits and can be let go with- 
out the need to file unemployment insurance claims. To keep their costs down as well 
as gain flexibility, some companies use a just-in-time staffing approach in which a core 
staff of employees is augmented by a trained and highly skilled supplementary work- 
force. Some of these temps are retirees who once worked for the firm but do not want 
to work full time. Others are part-time workers who already have health insurance via 
their spouses. According to the Bureau of Labor Statistics, amid the worst part of the 
last economic recession, the number of temporary employees increased 29 percent. 


FIGURE 
5 4 Major Temporary Help Agencies in the United States 


ALLEGIS GROUP services, light industrial, education, TRUEBLUE 
www.allegisgroup.com health care www.trueblueinc.com 
Technical, industrial, IT, accounting, General labor, light industrial, skilled 
finance, human resources, sales, legal MANPOWER trades 
www.manpower.com 
EXPRESS PERSONNEL SERVICES Administrative, industrial, IT, VEDIOR 
www.expresspros.com/ engineering, finance, accounting, www.vedior.com 
Clerical, accounting, customer contact center, skilled trades IT, engineering, accounting, finance, 
service, warehousing, industrial health care, human resources, legal, 
RANDSTAD commercial 
HUDSON www.randstad.com 
www.hudson.com Office, executive office, industrial, VOLT WORKFORCE SOLUTIONS 
Legal, IT, finance, engineering technical, call center, finance, www.volt.com 
accounting Accounting, finance, administrative, 
KELLY SERVICES call center, creative/design, legal, light 
www.kellyservices.com ROBERT HALF INTERNATIONAL industrial, sales, marketing, technical, 
Office services, accounting, www.rhi.com engineering, IT 
engineering, Accounting, finance, technical, legal, 
IT, law, science, marketing, creative design/creative, clerical, administrative 


Source: “Temporary Staffing Firms,” Workforce Management 87, no. 2 (February 4, 2008): 14. Copyright of Workforce Management is the property 
of Crain Communications Inc. (Ml), and its content may not be copied or e-mailed to multiple sites or posted to a listserv without the copyright 
holder’s express written permission. However, users may print, download, or e-mail articles for individual use. 
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Many temporary employees are eventually hired full-time. Temping allows them 
and the firms they contract with to try one another out before a permanent commit- 
ment is made. However, numerous companies, including Microsoft and FedEx, have 
encountered legal problems by categorizing permanent workers as “temps” or “inde- 
pendent contractors’ in an effort to cut employment costs. To prevent such abuses 
Congress, the courts, and the U.S. Department of Labor have established criteria that 
must be followed when it comes to hiring temps. Another concern related to using 
temps is that they have less of an incentive to be loyal to an employer and its clients or 
to go the extra mile to help a company achieve success. 

For reasons such as these, some organizations are scaling back their use of tem- 
porary help. Instead of hiring temps, the Hilton hotel chain sends full-time employ- 
ees from one hotel to another to address temporary spikes in demand. This strategy 
not only makes efficient use of the hotel chain's staff but also helps develop an agile 
workforce.7! 


Employee Leasing 

Employee leasing by professional employer organizations (PEOs) has grown rap- 
idly since the passage of the Tax Equity and Fiscal Responsibility Act of 1982. As 
we explained in Chapter 1, today about 700 PEOs oversee two to three million U.S. 
workers, according to the National Association of Professional Employer Organiza- 
tions (NAPEO) in Alexandria, Virginia. Basically, a PEO—typically a larger com- 
pany—takes over the management of a smaller company’s HR tasks and becomes a 
coemployer to its employees. The PEO performs all the HR duties of an employer— 
recruiting, background checks, hiring, payroll, performance appraisal, benefits ad- 
ministration, and other day-to-day HR activities—and in return is paid a placement 
fee of normally 4 to 8 percent of payroll cost plus 9 to 20 percent of gross wages. 
Because PEOs can coemploy a large number of people working at many different 
companies, they can provide employees with benefits such as 401(k) and health plans 
that small companies cannot afford. (The average client of a PEO is a business with 
nineteen employees.) Employees who work for large PEOs are also eligible for CO- 
BRA, which gives them the option of purchasing healthcare benefits through their 
employers’ group plans for a certain period of time should they lose their jobs. Unlike 
temporary agencies, which supply workers only for limited periods, employee leasing 
companies place their employees with subscribers on a permanent basis. The Society 
for Human Resource Management reports that companies with fewer than fifty em- 
ployees can save anywhere from $5,000 to $50,000 in time and labor costs annually 
by hiring a PEO.” 


Improving the Effectiveness of Recruiting 


How well is a company doing when it comes to recruiting talent from all sources? 
Have the firm's recruiters been able to hire enough employees to meet the company’s 
needs, including key personnel? Are the recruiters slow or fast when it comes to fill- 
ing positions? Are line managers happy with the process and the quality of the people 
hired? Are the people who have been hired happy with their jobs and likely to re- 
main with the firm and advance in the organization? HR managers have many tools 
available to them to gauge their efforts and improve their recruiting. Let's now look at 
a few of them. 


employee leasing 


The process of dismissing 
employees who are then 
hired by a leasing company 
(which handles all HR-related 
activities) and contracting 
with that company to lease 
back the employees 


LEARNING OUTCOME 4 


If you're employed, 
ask your boss what 
methods he or she has 
most successfully used 
to recruit employees. 
Compare your findings 
with your classmates. 
Does the recruiting 
source seem to depend 
upon the type of job? 
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Using Realistic Job Previews 


One way organizations may be able to increase the effectiveness of their recruitment 


realistic job efforts is to provide job applicants with a realistic job preview (RJP). An RJP informs 
preview (RJP) applicants about all aspects of the job, including both its desirable and undesirable fac- 
Informing applicants about ets. In contrast, a typical job preview presents the job in only positive terms, The RJP 
all aspects of the job, includ: might also include a tour of the working area, combined with a discussion of any nega- 
ing both its desirable and : : ‘ ; 2 

undesirable facets tive health or safety considerations. Proponents of RJPs believe that applicants who 


are given realistic information regarding a position are more likely to remain on the job 
and be successful because there will be fewer unpleasant surprises. In fact, a number of 
research studies on RJPs report that they can yield results such as realistic job expecta- 
tions on the part of employees, better job satisfaction, and lower turnover. 

Some companies are taking their realistic job previews online, The bank SunTrust 
reports cutting its teller recruitment costs in half and upping its retention of tellers 
by at least 10 percent by doing so. At their own convenience on the Web, SunTrust 
candidates answer questions and perform various simulated teller tasks, such as look- 
ing up account information and entering customer data. Online job previews can help 
candidates get a better feel for the work than can a written description. They can also 
help employers screen potentially good candidates.”? 


Surveys 


Another way to improve a company’s recruiting is to survey managers about how 
satisfied they are with the process. Are managers happy with the time it takes to 
hire new employees, the degree to which they need to be involved in the process, and 
ultimately the overall quality of the people recruited? Why or why not? New hires 
can also be surveyed to see how satisfied they are. Lastly, candidates who turned 
down jobs often can provide valuable information about why they did not accept 
the firm’s offer. 


Recruiting Metrics 


As we explained earlier in the chapter, recruiters should keep statistics on the sources 
from which candidates are recruited and hired as well as the costs of each source. The 
time it takes to recruit various employees from various sources as well as the quality 
of employees are other statistics recruiters collect and study. Doing so helps them 
understand which recruiting sources work best for different employees, which allows 
them to find better employees faster and at a lower cost. 


Quality of Fill Statistics 

As we indicated in the appendix to Chapter 2, hiring quality employees is a primary 
concern of recruiters. Firms have attempted to develop a quality-of-fill statistic they 
can use to improve their recruiting processes. The following is one suggested way of 
calculating an annual quality-of-fill metric for an organization. 


Quality of Hire = (PR + HP + HR)/N 


PR = Average job performance rating of new hires 
HP = % of new hires reaching acceptable productivity with acceptable time frame 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 5 Expanding the Talent Pool: Recruitment and Careers 


HR = % of new hires retained after one year 
N = number of indicators 


Example: 
PR = Average 3.5 ona 5.0 scale = 70% 
HP = Of 100 hires made one year ago, 75 are meeting acceptable productivity 
levels = 75% 
HR = 20% turnover = 80% HR 
N=3 
Quality of Hire = (70 + 75 + 80)/3 =75 


The result is a quality level of 75 percent for new employees hired during the year. 


Time to Fill 

The time-to-fill metric refers to the number of days from when a job opening is ap- 
proved to the date the person ultimately chosen for the job is selected. Figure 5.5 
shows an example of how the time-to-fill metric is calculated. Generally speaking, 
lower time-to-fill statistics are better. However, a trade-off has to be made between 
the time to fill a position and the quality of the candidates needed for the position. 


Yield Ratios 

Yield ratios help indicate which recruitment sources are most effective at producing 

qualified job candidates. Quite simply, a yield ratio is the percentage of applicants yield ratio 

from a particular source that make it to the next stage in the selection process. For The percentage of applicants 
example, if 100 résumés were obtained from an employment agency and seventeen He EAA : 
of the applicants submitting those résumés were invited for an on-site interview, the ofthe selection process j 
yield ratio for that agency would be 17 percent (17/100). This yield ratio could then 

be recalculated for each subsequent stage in the selection process (for example, after 

the interview and again after the final offer), which would result in a cumulative yield 

ratio. By calculating and comparing yield ratios for each recruitment source, it is pos- 

sible to find out which sources produce qualified applicants. 


FIGURE l l l 
5 5 Time-to-Fill Calculations 


Date 
Position Date Offer Date Started Selection Time 
Position Approved Accepted Work Time to Start 


Engineer 10/10/11 11/30/11 12/15/11 51 15 


Marketing 10/11/11 11/24/11 12/16/11 44 22 
Manager 


Salesperson 10/12/11 11/13/11 11/20/11 32 


Administrative 10/13/11 11/7/11 11/14/11 25 
Assistant 


Clerk 10/13/11 10/30/11 11/14/11 17 
Averages 
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Costs of Recruitment 

The cost of various recruiting procedures can be computed using a fairly simple set 
of calculations. For example, the average source cost per hire (SC/H) can be deter- 
mined by the following formula: 


SC _ AC+AF+RB+NC 
H H 


where 


AC = advertising costs, total monthly expenditure (example: $32,000) 
AF = agency fees, total for the month (example: $21,000) 
RB = referral bonuses, total paid (example: $2,600) 
NC = no-cost hires, walk-ins, nonprofit agencies, etc. (example: $0) 
H = total hires (example: 119) 


Substituting the example numbers into the formula gives: 


SC _ $32,000 + $21,000 + $2,600 + $0 
H 119 


$55,600 
119 


$467.23 (source cost of recruits per hire) 


When combined with information about yield ratios, these calculations can provide 
invaluable information to managers about the utility of different approaches to and 
sources of recruitment. In that way, they can make more informed decisions about 
both controlling the costs of recruitment and increasing its effectiveness. For exam- 


applicuntwatlaes ple, although advertisements and employee referrals may both yield qualified appli- 


system (ATS) cants, managers may find that referral bonuses are a more economical alternative. 

A software. apelicationte: An applicant tracking system (ATS) can help a firm automatically track and cal- 
cruiters use to post job open- culate the statistics we've discussed. An ATS is a software application recruiters use 
ings, screen résumés, and to post job openings, screen résumés, contact via e-mail potential candidates for in- 


contact via e-mail potential . . is 
candidates fot interviews, terviews, and track the time and costs related to hiring people. About 50 percent of 


and track the time and costs all mid-sized companies and almost all large corporations use some type of applicant 
related to hiring people tracking system,” 


Career Management: Developing 
Talent over Time 


Regardless of the source from which employees are recruited—internally or 
Why should both externally—managers play a key role in expanding the talent pools of the firms. 
Good managers listen to their employees’ aspirations, act as coaches, identify their 
strengths and areas for improvement, and offer them continual feedback about their 
performance. They also ensure employees receive training and are provided with self- 
assessment tools and information about the organization and possible career paths 
within it. Compared to recruiting, helping employees grow and working to develop 
their skills is a more proactive—and strategic—approach to systematically expanding 


employees and their 
employers be concerned 
about career manage- 
ment programs? 
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the talent pool relative to bringing people in from the outside and banking on them 
being right for the job. 

Integrating career development with other HR programs creates synergies in which 
all aspects of HR reinforce one another. Figure 5.6 illustrates how HR structures re- 
late to some of the essential aspects of the career management process. For example, 
to plan their careers, employees need organizational information—information that 
strategic planning, forecasting, succession planning, and skills inventories can pro- 
vide. Similarly as they obtain information themselves and use it to plan their careers, 
employees need to know what the career paths within their organizations are and 
how management views their performance. 


The Goal: Matching Individual and Organizational Needs 


A career development program should be viewed as a dynamic process that matches 
the needs of the organization with the needs of employees. Each party has a distinc- 
tive role to play. 


FIGURE 
5 6 HR’s Role in Career Management 


THE GOAL: MATCH ‘1 IDENTIFY CAREER 2 
INDIVIDUAL AND = OPPORTUNITIES & 
ORGANIZATION NEEDS REQUIREMENTS 


The Goal: Matching Opportunities & Requirements 


e Create a supportive e Identify future competency 
environment. needs. 
e Communicate the direction of e Establish job 
the company. progressions/career paths. 
e Establish mutual goal setting e Balance promotions, 
and planning transfers, exits, etc. 
e Establish dual career paths. 


4 Y 


INSTITUTE CAREER 4 GAUGE 
DEVELOPMENT INITIATIVES EMPLOYEE POTENTIAL 


Career Development Gauge Employee Potential 
Initiatives 


e Measure competencies 
e Provide workbooks and (appraisals). 
workshops. e Establish talent inventories. 
e Provide career counseling. e Establish succession plans. 
e Provide career e Use assessment centers. 
self-management training. 
e Give developmental 


feedback. Gs 
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The Employee’s Role 

Changes in the workplace are occurring so rapidly that employees need to take an ac- 
tive role in planning their careers. What new technological skills will they need to be 
successful in the workforce in the future? What careers utilize those skills? What ca- 
reer options would a person be able to pursue if he or she were downsized? At some 
point in their careers, most employees will face this situation. 

Because having a successful career involves creating your own career path—not just fol- 
lowing a path that has been established by the organization— employees need to identify 
their knowledge, skills, abilities, interests, and values and to seek out information about 
career options in conjunction with their managers. Managers can help with the process 
by offering their subordinates continual feedback about their performance and provide 
them with self-assessment tools, training, and information about the organization and 
possible career paths within it. General Motors, for example, has prepared a career de- 
velopment guide that groups jobs by fields of work such as engineering, manufacturing, 
communications, data processing, financial, HR, and scientific. These categories give em- 
ployees an understanding of the career possibilities in the various fields, 


The Organization’s Role: Establishing a Favorable Career 
Development Climate 

If career development is to succeed, it must receive the complete support of top man- 
agement. Ideally, senior line managers and HR department managers should work 
together to design and implement a career development system. The system should 
reflect the goals and culture of the organization, and the HR philosophy should be 
woven throughout. An HR philosophy can provide employees with a clear set of ex- 
pectations and directions for their own career development. Says Karyn Maynard 
with the Container Store: “There is constant, consistent communication with man- 
agement on growth opportunities. Rather than follow one career path, the company 
works to leverage employees’ talents for new and different roles, as well as giving them 
as much exposure as possible to other positions and responsibilities in the company 
to ensure they're challenged.’ a 

Blending the Goals of Individual Employees 

with the Goals of the Organization 

Of course, a career development program should be based on the organization's goals 
and needs as well. As Figure 5.7 shows, the organization's goals and needs should be 
linked with the individual career needs of its employees in a way that improves the 
effectiveness of workers and their satisfaction as well as achieving the firm's strategic 
objectives. Before a firms employees can engage in meaningful career planning, how- 
ever, not only must they have an awareness of the organization's philosophy, they must 
also have a good understanding of the organization's more immediate goals. Other- 
wise, they might plan for personal change and growth without knowing whether or 
how their own goals match those of the organization. For example, if the technology 
of a business is changing and new skills are needed, will the organization retrain its 
employees to meet this need or hire new talent? Is there growth, stability, or decline in 
the number of employees needed? How will turnover affect this need? 


Identifying Career Opportunities and Requirements 


While talent management integrates a number of related HR activities, those who di- 
rect the process have to keep a steady watch on the needs and requirements of the 
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FIGURE Blending the Needs of Individual Employees and with the Needs 
5.7 of Their Organizations 


S NEEDS 


Personal Professional 


e Age/tenure e Career stage 

e Family concerns e Education & training 
e Spouse’s employment ¢ Promotion aspirations 
e Ability to relocate e Performance 

e Outside interests e Current career path 


CAREER MANAGEMENT 
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organization. This involves an analysis of the competencies required for jobs, progres- 
sion among related jobs, and supply of ready (and potential) talent available to fill 
those jobs, A variety of approaches can be used to do this, including surveys, informal 
group discussions, and interviews. The process should involve personnel from different 
groups, such as new employees, managers, longtime employees, minority employees, 
and technical and professional employees. Identifying the needs and problems of these 
groups provides the starting point for the organization's career development efforts. 


Begin with a Competency Analysis 

It is important for an organization to study its jobs carefully to identify and assign 
weights to the knowledge and skills that each one requires. This can be achieved with 
job analysis and evaluation systems such as those used in compensation programs. 
The system used at Sears measures three basic competencies for each job: know-how, 
problem-solving, and accountability. Know-how is broken down into three types of 
job knowledge: technical, managerial, and human relations. Problem-solving and ac- 
countability also have several dimensions. Scores for each of these three major com- 
petencies are assigned to each job, and a total value is computed for each job. For any 
planned job transfer, the amount of increase (or decrease) the next job represents in 
each of the skill areas, as well as in the total point values, can be computed. This in- 
formation is then used to make certain that a transfer to a different job is a move that 
requires growth on the part of the employee. 

Sears designs career development paths to provide the following experiences: 
(1) an increase in at least one skill area on each new assignment, (2) an increase of at 
least 10 percent in total points on each new assignment, and (3) assignments in sev- 
eral different functional areas.” 
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Identify Job Progressions and Career Paths 

Once the skill demands of jobs are identified and weighted according to their im- 
job progressions portance, it is then possible to plan job progressions, A new employee with no ex- 
The hierarchy of jobs a new perience is typically assigned to a “starting job.’ After a period of time in that job, the 


employee might experience, employee can be promoted to one that requires more knowledge and/or skill. While 
ranging from a starting job 


to jobs that successively re- MOst organizations concentrate on developing job progressions for managerial, pro- 
quire more knowledge and/ fessional, and technical jobs, progressions can be developed for all categories of jobs. 
or skill Job progressions then can serve as a basis for developing career paths—the lines of 
career paths advancement within an organization—for individuals. Figure 5.8 illustrates a typical 
Lines of advancement in an line of advancement in the human resources area of a large multinational corporation, 


occupational field within an 


atio As you can see from the figure, in this firm, a person has to be prepared to move geo- 
organization 


graphically to advance very far in the human resources department. This might also 
be true of other career fields within the organization. 

Although these analyses can be quite helpful to employees—and are perhaps essen- 
tial for organizations—a word of caution is appropriate here. Even with the best ca- 
reer planning, it is almost impossible for people to have perfect certainty about where 
their careers are going. People change over time, and because of that, their needs and 
interests change. Moreover, successful career paths often do not proceed in a lockstep 
manner, Many successful individuals readily admit that their career paths are idio- 
syncratic to their circumstances. See Amazon.com founder Jeff Bezos’s career path in 
Highlights in HRM 4. (Before founding the worldwide retailer, Bezos spent a num- 
ber of years in the financial industry.) These people often note that they were either 
“in the right place at the right time” or carved out entirely new career paths for them- 
selves, Other people's careers progress quite predictably and linearly, 


FIGURE 
5 8 Typical Line of Advancement in HR Management 
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HIGHLIGHTS IN HRM 


Career Path of Jeff Bezos, Founder 
of Amazon.com 


1986—Graduated from Princeton University with a B.S. in electrical engineering and computer science 

1986—Hired by Fitel, a telecommunications and information technology firm that created software for tracking inter- 
national stock trades 

1988—Hired by Bankers Trust, Co., a financial firm that specialized in risk management utilizing new sophisticated 
computer systems 

1990—Promoted to vice president 

1990—Hired by D.E. Shaw, an investment and hedge fund company 

1992—Promoted to senior vice president 

1995—Founded Amazon.com 


Track Career Stages 

A person's knowledge, skills, abilities, and attitudes as well as career aspirations change 
with age and maturity. The challenges and frustrations people face at the same stages 
in their careers are remarkably similar. A model describing these stages is shown in 
Figure 5.9. The stages are: (1) preparation for work, (2) organizational entry, (3) early 
career, (4) midcareer, and (5) late career. The typical age range and the major tasks of 
each stage are also presented in the figure. 

The first stage—preparation for work—encompasses the period prior to entering 
an organization, often extending until age twenty-five. It is a period in which individ- 
uals must acquire the knowledge, abilities, and skills they will need to compete in the 
marketplace. It is a time when careful planning, based on sound information, should 
be the focus. The second stage, typically from ages eighteen to twenty-five, is devoted 
to soliciting job offers and selecting an appropriate job, During this period, a person 
might also be involved in preparing for work. The next three stages entail fitting into 
a chosen occupation and organization(s), modifying one's goals, remaining produc- 
tive, and finally, preparing for retirement. In the remainder of the chapter we will look 
at the challenges faced by students, many of whom are likely to be in the early stages 
of their careers. Retirement planning will be discussed in Chapter 11. 


Recognize Different Career Paths 

Career development and planning systems were once primarily focused on promo- 

tions. However, in today’s flatter organizations and more dynamic work environment, 

an individual's career advancement can move along several different paths via promo- 

tions, transfers, demotions, and even exits. A promotion is a change of assignment promotion 

to a job at a higher level in the organization. The new job normally provides an in- A change of assignment to 
crease in pay and status and demands more skill or carries more responsibility. The sis level in the 
three principal criteria for determining promotions are merit, seniority, and potential. i 

Often the problem is to determine how much consideration to give each factor. A 

common problem in organizations that promote primarily on past performance and 
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FIGURE 
5 9 Stages of Career Development 


Stage 5: Late Career (ages 55-retirement): 


Remain productive in work, maintain self-esteem, prepare for effective 
retirement. 


Stage 4: Midcareer (ages 40-55): 


Reappraise early career and early adulthood goals, reaffirm or modify 
goals, make choices appropriate to middle adult years, remain 
productive. 


Stage 3: Early Career (ages 25-40): 


Learn job, learn organizational rules and norms, fit into chosen 
occupation and organization, increase competence, pursue goals. 


Stage 2: Organizational Entry (ages 18-25): 


Obtain job offer(s) from desired organization(s), select appropriate job 
based on complete and accurate information. 


Stage 1: Preparation for Work (ages 0-25): 


Develop occupational self-image, assess alternative occupations, 
develop initial occupational choice, pursue necessary education. 
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seniority is called the Peter Principle. This refers to the situation in which individuals 
are promoted as long as they have done a good job in their previous jobs. The situ- 
ation continues until someone does poorly in his or her new job. Then he or she is 
no longer promoted. This results in people being promoted to their level of incom- 
petence. There are other intrafirm challenges related to promotions. Sometimes ex- 
tremely good employees are prevented from being promoted to other departments 
because their current managers are reluctant to lose them. And as we pointed out 
earlier in the chapter, some managers favor external candidates versus internal candi- 
dates because they are not familiar yet with the external candidates’ flaws. This helps 
explain why companies so often look outside of their firms in an effort to hire “savior” 


27 

transfer CEOs. E : | _— 
Placement òf An iridividual In flatter organizations, there are fewer promotional opportunities, so many indi- 
in another job for which viduals find career advancement through lateral moves. A transfer is the placement 
the duties, responsibilities, of an employee in another job for which the duties, responsibilities, status, and pay 
status, and remuneration are 


approximately equal to those 20d benefits are approximately equal to those of the previous job he or she held (al- 
of the previous job though as an incentive to make a transfer, organizations sometimes offer transferred 
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employees small pay increases). Individuals who look forward to change or want a 
chance to learn more about their organizations and obtain different skills often seek 
out transfers. Frequently these employees do so with an effort to augment their skills 
so they will be more promotable in the future. 

A transfer sometimes requires the employee to change work group, workplace, work 
shift, or organizational unit; it may even necessitate moving to another geographic 
area. Thus, transfers make it possible for an organization to place its employees in 
jobs where there is a greater need for their services and where they can acquire new 
knowledge and skills. 

A downward transfer, or demotion, moves an individual into a lower-level job that 
can provide developmental opportunities. Although such a move is ordinarily consid- 
ered unfavorable, some individuals actually may request it to return to their “technical 
roots.” It is not uncommon, for example, for organizations to appoint temporary lead- 
ers (especially in team environments) to positions with the understanding that they 
will eventually return to their former jobs. 

Transfers, promotions, and demotions require individuals to adjust to new job de- 
mands and usually to a different work environment. A transfer that involves moving 
to a new location within the United States or abroad places greater demands on an 
employee because it requires the person to adapt to a new work environment and new 
living conditions. The employee with a family has the added responsibility of helping 
family members adjust to the new living arrangements. Even though some employers 


provide all types of relocation services—including covering moving expenses, help- relocation services 
ing to sell a home, and providing cultural orientation and language training—there Services provided to an em- 
is always some loss in the employee's productivity during the relocation process. Pre- ployee who is transferred to 


os ‘ j ‘ a new location, which might 
transfer training, whether related to job skills or to lifestyle, has been suggested as one include help in moving ate 


of the most effective ways to reduce lost productivity. ing a home, orienting to a 
Of course, many employees choose to exit their organizations as part of their career ore one or learning 
development. When a person's career opportunities within a firm are limited and his ai 
or her skills are in demand externally, the best career options could be for the individ- 
ual to switch companies or to work as freelancers, consultants, or entrepreneurs. Al- 
though some employees leave voluntarily, other employees are forced to leave. Larger 
organizations often provide outplacement services to help terminated employees outplacement 
find jobs elsewhere. Jack Welch, the former chairman of General Electric, was one of services 
the first executives to make a commitment to employees to try to ensure employability Services provided by orga- 
when the company could no longer guarantee lifetime employment. That is, GE has Aero iH tg 
committed to providing employees with the skills and support they would need to poy ! 
find a job in another organization.’ 
The Workforce Investment Act of 1998 set up “one-stop” service centers in co- 
operation among businesses and local governments to provide unemployed and 
underemployed people with a variety of services, including career counseling, skill 
assessments, training, job search assistance, and referrals to related programs and 
services, For example, the Northside Workforce Center, based in Fort Worth, Texas, 
is one of hundreds of nonprofit career centers across the country where people can 
apply for unemployment and training benefits, meet with career counselors and vet- 
erans reps, mail and fax résumés to prospective employers free of charge, and gain 
access to child care. In addition, the American Society for Training and Development 
(ASTD) publishes a federal training assistance guide that has information on more 
than 200 federal grants and other assistance programs that can be used for workforce 
training and development.” 
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Small Business Application ulil 


Small Companies Often Offer Big Rewards 


Once upon a time, it seemed all young professionals dreamed of working their way up the corporate ladder to success 
in a large company and retaining those well-paid, perk-laden positions until the employees were ready to fade into the 
sunset. Yet evolving trends over the last twenty years have turned that rosy view of corporate life into a myth, and no 
one seems to be the worse for it. Quite the contrary. Many new grads and seasoned professionals alike are choosing to 
work for less-than-500-employee firms because of the many advantages they offer, and smaller firms are welcoming 
these knowledge workers with open arms. 

For the midterm and advanced career professionals, transitioning from a large corporation to a smaller one often 
means jumping straight into the limelight. The change is rejuvenating, as they find themselves taking on more diverse 
responsibilities, getting involved in new arenas, and seeing more clearly how their own efforts impact the company’s 
results. And with all of that comes greater recognition. “Your work and contributions will be noticed,” says Lindsey 
Pollak, a management expert of next-generation career trends. “You are more likely to be listened to, and to feel that 
you are an important part of the company and that your ideas really matter.” 

Even those with fewer years of experience under their belts are likely to be energized by working in smaller firms. 
Job descriptions tend to be less defined in these environments, giving employees the chance to push themselves in 
new directions beyond the confines of their jobs. They also often find themselves working with the highest-level man- 
agers, learning directly from experts. 

Small-firm employees of all types often cite another benefit: Working in a small company means enjoying a big- 
picture view of the business and industry, rather than getting pigeonholed into one small aspect of the work at hand. 
“You get divorced from the nuts and bolts of operating a business when you work for large companies,” says Mike 
Barnes, a newly hired logistics executive at Halton Co., a provider of construction equipment in Portland, Oregon. Like 
many people in his situation, Barnes says this closer connection to the mission of the business gives him a level of job 
satisfaction he has not felt in a long time. 

However, employees who opt for working in a small firm cannot expect to find everything they might get in a 
larger corporation. Tighter budgets mean smaller companies sometimes cannot afford to pay salaries equal to those of 
big firms, and they often cannot provide the support systems or perks, like generous expense accounts, hefty bonuses, 
and company-paid smart phones. But many small employers provide alluring trade-offs such as shorter work weeks, less 
travel, and work-life balance incentives, including telecommuting and flex-time. 

Where people decide to work really comes down to determining how they are going to meet their career and life 
goals. Notes management author and analyst Tony Jacowski, “Your choice of organization should be based on the qual- 
ity of work experience you will gain rather than the size of the organization. If you have the talent and the expertise, 
you will quickly climb the corporate ladder irrespective of the size of the company.” 


Source: Sarah E. Needleman, “Moving to a Small Company Can Lead to Big Rewards,” Wall Street Journal, March 5, 2008, http://online.wsj.com/ 
article/; Lindsey Pollak, “The Advantages of Working for a Small Company,” www.lindseypollak.com; Tony Jacowski, “Benefits of Working 

in a Small Company vs a Corporation, http://ezinearticles.com; Jacqueline Parks, “The Benefits of Working for a Small Business,” 
www.associatedcontent.com. 
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Consider Dual Career Paths for Employees 

One of the most obvious places where career paths have been changing is in tech- 
nical and professional areas. One of the ironies of organizations in the past has 
been that the most successful engineers, scientists, and professionals were often 
promoted right out of their area of specialization into management. Instead of do- 
ing what they were good at, they were promoted into a job they often did not un- 
derstand or enjoy. 

It has become apparent that there must be another way to compensate these types 
of professionals without putting them in management positions. The solution has 
been to develop dual career paths, or tracks, that provide for progression in special 
areas such as information technology, finance, marketing, and engineering, with com- 
pensation that is comparable to that received by managers at different levels. As we 
explained in Chapter 2, Microsoft offers software engineers both a management- 
focused and technical-specialist career track and allows them to move back and forth 
between the two. 


Consider the Boundaryless Career 

A generation ago, career success was synonymous with ascending a corporate hier- 
archy over the course of a lifetime spent in a single firm. Today, however, individu- 
als pursuing boundaryless careers prefer to see themselves as self-directed “free agents” 
who develop a portfolio of employment opportunities by proactively moving from 
employer to employer, simultaneously developing and utilizing their marketable 
skills. As shown in Figure 5,10, it is possible to map the different career profiles, 


FIGURE 
5 10 Human Capital Profiles for Two Different Careers 


Firm-Specific 
Knowledge 


Occupational Z| | Industry 


Knowledge PP rowiecye 
E Person A (boundaryless profile) 


Person B (profile) 


Generic 
Knowledge 


Source: Scott Snell, Cornell University. 
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career plateau 


A situation in which for either 
organizational or personal 
reasons the probability of 
moving up the career ladder 
is low 


sabbatical 


An extended period of time in 
which an employee leaves an 
organization to pursue other 

activities and later returns to 
his or her job 
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Employees pursuing boundaryless careers develop their human capital along di- 
mensions of industry and occupational knowledge. That is, they may be experts in 
computer programming or have great insights into trends in the banking industry. 
In contrast, individuals pursuing more traditional careers develop their knowledge in 
ways specific to a given firm. 

Both approaches can be beneficial, but they are not the same. Under the bound- 
aryless career model, success depends on continually learning new skills, developing 
new relationships, and capitalizing on existing skills and relationships. These indi- 
viduals place a premium on flexibility and the capacity to do several different types 
of tasks, learn new jobs, adjust quickly to different group settings and organizational 
cultures, and move from one firm, occupation, or industry to another. Their employ- 
ment security depends on their marketable skills rather than their dedication to one 
organization over time. A number of studies have shown that people with boundary- 
less careers find them very satisfying. Organizations can also benefit from boundary- 
less careers because it allows them to attract top talent from all over the world on a 
project-by-project basis,’ 


Help Employees Progress beyond Career Plateaus 

Career plateaus are common obstacles in the career development of employees. 
A career plateau is a situation in which, for either organizational or personal rea- 
sons, the probability of moving up the career ladder is low. There are three types of 
plateaus: structural, content, and life. A structural plateau marks the end of promo- 
tions. A content plateau occurs when a person has learned a job too well and is bored 
with day-to-day activities. A life plateau is more profound and may feel like a midlife 
crisis. People who experience life plateaus often have allowed work or some other 
major factor to become the most significant aspect of their lives, and they experience 
a loss of identity and self-esteem when they are no longer advancing in their careers, 
Figure 5.11 lists some probing questions employees can ask themselves if they find 
themselves in, or trying to overcome, a career plateau. 

Organizations can help individuals cope with plateaus by providing them with 
opportunities for lateral growth or allowing them to choose their own assignments 
when opportunities for advancement do not exist. Companies with international di- 
visions can encourage employees to take assignments abroad to expand their hori- 
zons, lead philanthropic and volunteer activities for their firms, or take sabbaticals. 
A sabbatical is an extended period of time during which an employee leaves an or- 
ganization to pursue other activities before returning to the firm. Career enrichment 
programs can help people learn more about what gives them satisfaction within a 
company, as well as what kinds of opportunities will make them happiest if they go 
elsewhere. 


Career Development Initiatives 

In a study undertaken by the human resources consulting firm Drake Beam Morin, 
the six most successful career management practices used within organizations are as 
follows: 


a Placing clear expectations on employees so they know what is expected of them 
throughout their careers with the organization. 
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= Giving employees the opportunity to transfer to other office locations, both 
domestically and internationally. 


= Providing a clear and thorough succession plan to employees. 
« Encouraging performance through rewards and recognition. 


= Giving employees the time and resources they need to consider short- and long- 
term career goals. 


= Encouraging employees to continually assess their skills and career direction. 


In contrast, organizations also need to be mindful of the internal barriers that in- 
hibit employees’ career advancement. Generally, these barriers can include such things 
as the following: 


a Lack of time, budgets, and resources for employees to plan their careers and to 
undertake training and development. 


a Rigid job specifications, lack of leadership support for career management, and a 
short-term focus. 


m Lack of career opportunities and pathways within the organization for 
employees,’ 


A variety of tools are available to help employees further their careers within an 
organization. Informal counseling by HR staff and supervisors is used widely. Ca- 
reer planning workbooks and workshops are also popular tools for helping employees 
identify their potential and the strength of their interests. 


Career Planning Workbooks and Workshops 

Several organizations have prepared workbooks to guide their employees individually 
through systematic self-assessment of values, interests, abilities, goals, and personal 
development plans. General Motors’ Career Development Guide contains a section 


FIGURE i 
5 1 1 Career Plateau Questions 


. Do | accept high visibility assignments? 

. Do | continue to advance my education, both formal and vocational? 
. Am | recognized by other leaders in my organization? 

. Am | routinely promoted? 

Am | known as a versatile employee? 

. Do | continue to get larger-than-normal raises? 

. Do | rate at the high end of the performance ratings? 


1 

2. 
3 
4 
5. 
6 
7 
8 


. Do | have a plan with measurable objectives, and have | updated it recently? 


Source: John Rosche, “Who’s Managing Your Career?” Contract Management 44, no. 2 
(February 2004): 20-22. 
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called“ What Do You Want Your Future to Be?” in which the employee makes a per- 
sonal evaluation. General Electric has developed an extensive set of career develop- 
ment programs, including workbooks to help employees explore life issues that affect 
career decisions. 

Some organizations prefer to use workbooks written for the general public. Popular 
ones include Richard N. Bolles’s What Color Is Your Parachute? and Dan Zadra and 
Kristel Wills’ book, Where Will You Be Five Years from Today? These same books are 
recommended to students for help in planning their careers. 

Like workbooks, career planning workshops help employees seek career planning 
information, make career decisions, set goals, and at the same time build confidence 
and self-esteem.*” However, workshops give employees the opportunity to compare 
and discuss their concerns and plans with other people in similar situations and the 
professionals who conduct the workshops. Some workshops focus on current job 
performance and development plans. Others deal with broader life and career plans 
and values. 


career counseling 


The process of discussing 
with employees their current 
job activities and perfor- 
mance, personal and career 
interests and goals, personal 
skills, and suitable career 
development objectives 


Career Counseling 

Career counseling is the process of talking with employees about their current job 
activities and performance, personal and career interests and goals, personal skills, 
and suitable career development objectives. Career counseling can be provided by 
HR staff members, managers and supervisors, specialized staff counselors, or out- 


Gordon Miller 
has truly had a 
boundaryless career. 
Miller increased his 
salary by more than 
$100,000 in five 
years by changing 
employers every year. 
He subsequently 
wrote a best seller 
called Quit Your Job 
Often to teach other 
people how to do it. 
Today he provides 
career coaching 

for executives and 
continues to author 
books. 
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side consultants. To truly expand an organization's talent pool, managers should 
make career counseling part 
of the performance appraisals. 
They can do so by simply ask- 
ing employees what their career 
aspirations are. Once the con- 
versation has begun, how those 
goals can be achieved and fit 
in with the organization's goals 
can be discussed and a career 
“action” plan for the employ- 
ees established. Several tech- 
niques for career counseling 
are outlined at the end of this 
chapter. (See the chapter Ap- 
pendix titled Personal Career 
Development.) As employees 
approach retirement, they may 
be encouraged to participate in 
preretirement programs, which 
often include counseling. Prere- 
tirement programs will be dis- 
cussed in Chapter 11. 

In helping individuals plan 
their careers, it is important for 
organizations to recognize that 
younger employees today seek 
meaningful training assignments 


Courtesy of Gordon Miller 


CHAPTER 5 Expanding the Talent Pool: Recruitment and Careers 


that are interesting and involve challenge, responsibility, and a sense of empowerment. 
They also have a greater concern for the contribution that their work in the organiza- 
tion will make to society. Unfortunately, they are frequently given responsibilities they 
view as rudimentary, boring, and composed of too many “busy-work’” activities. Some 
organizations are attempting to retain young managers with high potential by offer- 
ing a fast-track program that enables them to advance more rapidly than those with 
less potential. A fast-track program can provide for a relatively rapid progression— 
lateral transfers or promotions—through a number of managerial positions designed 
to expose the employee to different functions within the organization. 


Mentoring 

It is common to hear people mention individuals at work who influenced them. 
They frequently refer to their immediate managers who were especially helpful as 
career developers. But they also mention others at higher levels in the organization 
who provided them with guidance and support in the development of their careers. 
Executives and managers who coach, advise, and encourage employees are called 


mentors. mentors 
A mentoring relationship need not be formal. In reality, informal mentoring goes on Individuals who coach, 
daily within every type of organization. Generally, the mentor initiates the relation- advise, and encourage indi- 


f ‘ 7 3 : viduals of lesser rank 
ship, but sometimes an employee will approach a potential mentor for advice. Most 


mentoring relationships develop over time on an informal basis. They frequently end 
that way, too. However, proactive organizations emphasize formal mentoring plans 
that assign a mentor to employees considered for upward movement in the organiza- 
tion. GE, for example, selects the top 20 percent of its performers and allows these 
people to choose their own mentors from a list of top executives. Under a good men- 
tor, learning focuses on goals, opportunities, expectations, standards, and assistance 
in fulfilling one’s potential. Microsoft, Boeing, Hewlett-Packard, Intel, Southwest 
Airlines, and State Farm Insurance are among the many companies with mentoring 
programs.”? 

The top ten myths about mentors are shown in Figure 5.12. Figure 5.13 shows a 
list of the most effective features of mentors as well as partners. To form an effective 
mentoring relationship, an employee seeking a mentor should follow a few general 
guidelines. 


1, Research the person's background. Do your homework. The more you know about 
your potential mentor, the easier it will be to approach him or her and establish a 
relationship that will work for both of you. 


2. Make contact with the person. Have a mutual friend or acquaintance introduce you, 
or get involved with your potential mentor in business settings. That will help the 
mentor see your skills in action. 


3. Request help on a particular matter. Let the mentor know that you admire him or 
her, and ask for help in that arena. For example, you might say, “You're good at 
dealing with customers. Would it be OK if I came to you for advice on my custom- 
ers?” Keep your request simple and specific. 


4. Consider what you can offer in exchange. Mentoring is a two-way street. If you can 
do something for your potential mentor then, by all means, tell him or her. 


5. Arrange a meeting. Once your specific request has been accepted, you are ready to 
meet with your potential mentor. Never go into this meeting cold. Set goals, iden- 
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tify your desired outcomes, and prepare a list of questions. Listen attentively. Then 
ask your prepared questions and request specific suggestions. 


6. Follow up. After the meeting, try some of your potential mentor’s suggestions and 
share the results. Express appreciation by identifying something in particular that 
was significant to you. 


7. Ask to meet on an ongoing basis. After your potential mentor has had a chance not only 
to meet and interact with you, but also to see the value of what he or she can provide, 
you are in a good position to request an ongoing relationship. Suggest that you meet 
with him or her regularly, or ask permission to get help on an ad hoc basis.** 


When done well, the mentoring process is beneficial for both the pupil and the 
mentor. One survey found, for example, that 77 percent of companies with success- 
ful mentoring programs reported that they effectively increased employee retention.* 
Firms can help facilitate mentoring by rewarding mentors in their performance 
appraisals. 


FIGURE 
5 12 Top Ten Myths about Mentors 


Myth 1: Mentors exist only for career development. Sometimes the mentor focuses on 
formal career development. Sometimes the mentor is teacher, counselor, and friend. 
Some mentors assume all these roles. This enhances both personal and professional 
development. 


Myth 2: You need only one mentor. We can have multiple mentors in our lives. Different 
mentors provide different things and tap different facets of our lives. 


Myth 3: Mentoring is a one-way process. Learning flows both ways. The mentor often learns 
from the protégé, so the growth is reciprocal. 


Myth 4: A mentor has to be older than the protégé. Age does not matter. Experience and wisdom 
matter. Do not deprive yourself of learning opportunities from others who have rich experiences. 


Myth 5: A mentor has to be the same gender and race as the protégé. The purpose of 
mentoring is to learn. Do not deprive yourself. Seek mentors who are different from you. 


Myth 6: Mentor relationships just happen. Being in the right place at the right time can help, 
but the key to selecting a good mentor is what (not whom) you need. Do not be afraid to 
actively seek a mentor. 


Myth 7: Highly profiled people make the best mentors. Prestige and success can be good, 
but good advice, leadership styles, work ethics, and the like vary by individuals. Good 
mentors are people who challenge you according to your needs, readiness, and aspirations. 


Myth 8: Once a mentor, always a mentor. Over time, the mentor should pull back and let 
the protégé go his or her own way. Although the two may maintain contact, the relationship 
changes over time. 


Myth 9: Mentoring is a complicated process. The most complicated part is getting out of a 
bad mentor relationship. If the relationship is not productive, find a tactful way to disengage. 


Myth 10: Mentor-protégé expectations are the same for everyone. Individuals seek mentors 

for the same reasons: resources, visibility, enhanced skills, and counsel. But each individual 
brings different expectations. The key is understanding where the protégé is now, not where 
he or she should be. 


© Cengage Learning 2013 
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FIGURE 
5 13 Mentoring Functions 


Good Mentors ... Good Partners ... 


e Listen and understand e Listen 


e Challenge and e Act on advice 
stimulate learning e Show commitment 


e Coach SUCCESSFUL to learn 
e Build self-confidence MENTORING _ ° Check ego at the door 


e Provide wise counsel e Ask for feedback 
e Teach by example e Are open-minded 
e Act as role model e Are willing to change 


e Share experiences e Are proactive 
e Offer encouragement 


Source: Matt Starcevich, PhD and Fred Friend, “Effective Mentoring Relationships from the Mentee’s Perspective,” 
Workforce, supplement (July 1999): 2-3. Used with permission of the Center for Coaching and Mentoring, Inc., 
http://coachingandmentoring.com. 


Not surprisingly, mentoring is also being done via e-mail or using software or online 
programs, a type of mentoring that has become known as e-mentoring. E-mentoring 
is commonplace at IBM.“A lot of our people work virtually, and mentoring can erase 
geographic and business-unit borders,” explained one IBM manager.’ At Rockwell 
Collins, a communication and aviation electronics company, nearly 6,000 employees 
utilize an e-mentoring software solution developed by Triple Creek. The software 
can connect to a firms existing talent management software, gauge competency gaps, 
and match mentors and mentees based upon their knowledge and learning needs.*” 


Networking 
Asthenumber of contacts grows, mentoring broadens into a process of career networking, career networking 
As a complement to mentoring, in which relationships are more selective, networking The process of establishing 


relationships tend to be more varied and temporary. The networks can be internal to a An ee eei 
particular organization or connected across many different organizations. people, including potential 


According to the Monster Career Advice Center, there are many ways to identify clients and customers 
networking contacts. Some of the best places to consider are the following: 


= Your college alumni association or career office networking lists 

= Your own extended family 

a Your friends’ parents and other family members 

= Your professors, advisors, coaches, tutors, and clergy 

= Your former bosses and your friends’ and family members’ bosses 

a Members of clubs, religious groups, and other organizations to which you belong 


m All of the organizations near where you live or go to school 
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Monster also has a networking feature that allows job seekers to meet up with other 
people who have similar career interests. Social networking sites such as LinkedIn.com 
and Tribe.net have begun connecting professionals in formal and informal ways as 
well. Through networking, individuals often find out about new jobs, professional 
trends, and other opportunities. In a survey of executives by the human resources 
firm DBM, 61 percent said that they had found new positions in the previous year 
through networking. Another study of fifteen high-ranking executive women found 
that although many of them lacked formal mentors, they had successfully engaged in 
a kind of “360-degree” networking: The women made it a point to form and maintain 
relationships with people above, below, and at the same level as themselves, which 
helped advance their careers.*® 


Career Self-Management Training 

Many organizations are establishing programs for employees on how they can engage 
in career self-management. The training focuses on two major objectives: (1) helping 
employees learn to continuously gather feedback and information about their careers 
and (2) encouraging them to prepare for mobility, The training is not geared to skills 
and behaviors associated with a specific job, but rather toward long-term personal ef- 
fectiveness, Essentially, career self-management is not a process but an event. Employ- 
ees typically undertake self-assessments to increase their awareness of their own career 
attitudes and values. In addition, they are encouraged to widen their viewpoint beyond 
the next company promotion to broader opportunities in the marketplace, attend con- 
ferences, and develop good long-term relationships with their bosses or other mentors. 
Participants might be encouraged to engage in career networking or to identify other 
means to prepare for job mobility, such as hearing reports from employees who made 
transitions to new job opportunities both within and outside the organization.” 


Developing a Diverse Talent Pool 


To meet their legal obligations to provide equal employment opportunities, employers 
LEARNING OUTCOME G often develop formal EEO/affirmative action policies to recruit and promote mem- 


How are the career bers of protected classes so that their representation at all levels within the organiza- 
challenges of minori- tion approximates their proportionate numbers in the labor market. But the reasons 
ties both similar to and to develop a diverse talent pool are not merely legal ones—not by a long shot. Today, 
different from those ethnic groups represent approximately 30 percent of the total U.S. population. In the 
of women in your next ten years, however, the number is expected to grow to 50 percent. By 2060, the 
opinion? U.S. Census Bureau estimates that ethnic minorities will account for an astounding 


90 percent of the population. These groups have a huge amount of buying power, 
and that power is growing. Some researchers predict that companies that fail to di- 
versify their talent pools will have a hard time identifying with their target customers 
and competing with firms that do. But perhaps most importantly, as companies face 
tougher competition in the United States and abroad, they will need all the leader- 
ship, productivity, innovation, and creativity the talent pool has to offer. Put simply, 
a diverse talent pool increases the range of human capital available to the firm. 


Recruiting and Developing Women 


Making up a little under half of the total U.S. labor force, women constitute the larg- 
est of the protected classes. A major employment obstacle for women, both skilled 
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and unskilled, is the stereotyped thinking that persists within our society. Women 
traditionally have been at a disadvantage because they have not been part of the so- 
called “good old boys’ network.” The good old boys’ network is an informal network 
of interpersonal relationships that has traditionally provided a way for senior (male) 
members of the organization to pass along news of advancement opportunities and 
other career tips to junior (male) members as well as to recommend them. 

Still another barrier has been that women in the past had fewer years of experi- 
ence in the workforce and were not as likely as men to have professional training and 
preparation for entrance or advancement into management positions, This situa- 
tion is changing, however. Today, three out of five college graduates are women, and 
there have been significant increases in the enrollment of women in programs leading 
to degrees in management and other professional fields, As a consequence of these 
changes, an increasing number of women enter the labor force in managerial posi- 
tions. At IBM, scores of women run $100 million-plus divisions. 

Still, the entire picture is not necessarily a rosy one. A 2008 Catalyst survey of more 
than 4,000 full-time employed men and women who graduated from top MBA pro- 
grams worldwide found that the women are paid $4,600 less in their first post- MBA 
jobs, occupy lower-level management positions, and have significantly less career sat- 
isfaction than their male counterparts with the same education.“ And the proportion 
of women in top echelons of management, although growing, still remains extremely 
low. In 2011, only fifteen of the companies in the Fortune 500 were run by women. 
But that is twelve more than there were in 2000. Although these data suggest that 
there has been some progress, there is much left to do to break the “glass ceiling.’ 


Eliminating Women’s Barriers to Advancement 

Glass ceiling audits, also known as “corporate reviews,’ are conducted by the Depart- 
ment of Labor to identify practices that appear to hinder the upward mobility of 
both qualified women and minorities. Black women in particular are at risk of not 
being promoted relative to other groups, say labor economists. The Department of 
Labor looks for such things as equal access to the following: 


= Upper-level management and executive training 

= Rotational assignments 

= International assignments 

= Opportunities for promotion 

= Opportunities for executive development programs at universities 
= Desirable compensation packages 

= Opportunities to participate on high-profile project teams 


= Upper-level special assignments 


Organizations are increasingly conducting their own glass ceiling audits prior to 
government review to avoid fines and externally imposed corrective action. These au- 
dits can document any ceilings and the reasons they exist. Self-audits are one step 
toward tapping the potential of a diversified workforce. Following the largest class- 
action suit ever brought in the United States, Walmart began conducting self-audits, 
The company now has certain promotion goals for women and minorities. For 
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example, if 40 percent of the qualified people who apply for assistant store manager 
positions are women, 40 percent of those hired should be women. 

To combat their difficulty in advancing to management positions, female employ- 
ees have developed their own women’s networks, At Burlington Northern Santa 
Fe Railway, a women’s network serves as a system for encouraging and fostering 
womens career development and for sharing information, experiences, and insights. 
Women in lower levels of the company are mentored by women at higher levels. 
Corporate officers are invited to regularly scheduled network meetings to discuss 
such matters as planning, development, and company performance. Network mem- 
bers view these sessions as an opportunity to let corporate officers know of women 
who are interested in and capable of furthering their careers.*1 Minorities and 
women are also breaking through the glass ceiling by starting their own businesses. 
As one entrepreneur put it, “It’s not hard to break through the glass ceiling when 
you own it. 


Advancing Women to Management 

In addition to breaking down the barriers to advancement, the development of women 
managers demands a better understanding of women's needs and the requirements of 
the management world. Many employers now offer special training to women who 
are on a management career path. They may use their own staff or outside firms to 
conduct this training. Opportunities are also available for women to participate in 
seminars and workshops that provide instruction and experiences in a wide variety of 
management topics. 


Accommodating Families 

One of the major problems women have faced is balancing their careers with their 
families. Women whose children are at an age requiring close parental attention often 
experience conflict between their responsibility to the children and their duty to the 
employer. If the conflict becomes too painful, they may decide to forgo their careers, 
at least temporarily, and leave their jobs. 

In recent years, many employers, including AFLAC, SunTrust Banks, Quaker 
Oats Company, Abbott Labs, Bristol-Myers Squibb, IBM, and the accounting 
firm KPMG, have launched programs that are mutually advantageous to the ca- 
reer-oriented woman and the employer. The programs, which include alternative 
career paths, extended leave, flextime, job sharing, and telecommuting, provide 
new ways to balance career and family. AFLAC, for example, offers families hot 
take-home meals at their on-site cafeterias to ease the burden of employees’ hav- 
ing to prepare dinner after leaving the office for the day. The company also sub- 
sidizes babysitting for parents on Saturday nights so they can spend some free 
time together.” These efforts are paying off. Both IBM and KPMG, for example, 
report that their programs have helped them retain and increase their numbers of 
women workers. 

Nonetheless, maintaining a balance between work and family still appears difficult 
for employees. After reaching a high in 1998, the number of working women with 
children under age one has dropped off slightly. A survey by the Pew Research Cen- 
ter found that 60 percent of employed mothers see part-time work as the ideal sce- 
nario, a 12 percent jump up from a survey taken in 1997.“Women are about to quit 
their jobs because of this,” says Cary Funk with the center. “It's more an expression of 
the difficulties in combining work and child-raising responsibilities in today's world.’ 
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It is now not just mothers who are feeling the tug-of-war between work and family. In 
the last decade, the number of stay-at-home dads has tripled.” 


Recruiting and Developing Minorities 
Since the passage of the Civil Rights Act of 1964, many members of minority groups 


have been able to realize a substantial improvement in their social and economic well- 
being. Increasing numbers of blacks and Hispanics are now in the upper income tax 
brackets by virtue of their entrance into professional, engineering, and managerial 
positions. However, the proportion of minorities in these areas is still substantially 
below their proportions in the total population. Moreover, unemployment among mi- 
norities, particularly youth, continues to be critically high. The rates climb even higher 
during economic downturns when employment opportunities become harder to find. 

For many minorities, employment opportunities still remain exceedingly limited 
because of educational and societal disadvantages. Also, mainstream, traditional re- 
cruitment methods may prove ineffective in reaching them. Community action agen- 
cies, civil rights organizations, and church groups within communities can provide a 
means for recruiters to reach inner-city residents. Special media advertising targeted 
to this group can also be effective. Highlights in HRM 5 shows how to design a tai- 
lored approach to diversity planning. 


Providing Minority Internships 

Internships are one way in which organizations are building ongoing relationships 
with prospective minority employees. For example, in the media industry, ABC, 
NBC, CBS, Fox, and a host of cable companies have made substantial contributions 
to the Emma L. Bowen Foundation, which provides internships, college scholarships, 
and postgraduate employment for minorities. The Chicago Tribune offers a newsroom 
training program for aspiring minority journalists who want to work as news report- 
ers. In another effort, Lockheed Martin teamed up with Operation Enterprise, the 


Businesswoman Indra 
Nooyi has broken 
through many barriers 
on her rise to the role 
of CEO of PepsiCo. 


NATALIA KOLESNIKOVA/AFP/Getty Images 
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American Management Associations summer program for high school and college 
students, to offer ten-week paid internships to students of America’s historically black 
colleges and universities. 

Since 1973, Inroads, Inc., an internship organization, has arranged for minority 
college students to get tutoring, counseling, and summer internships with large cor- 
porations. Inroads has twenty-five offices serving more than 2,000 interns at over 
200 companies. Participants report that Inroads has raised their aspirations and has 
taught them how to adjust to the corporate world, and more than three-quarters of 
them end up taking permanent jobs with companies where they have interned. Ben- 
efits for the corporation include early access to talented minorities, opportunities to 
hire college graduates who understand the company’s business and its culture, and a 
greater number of minorities pursuing careers in the traditionally underrepresented 
fields of engineering and business.“ 


Advancing Minorities to Management 

The area of employment that has been the slowest to respond to affirmative action 
appeals is the advancement of minorities to middle- and top-management positions. 
That will likely change as the demographics of the United States changes and the per- 
centage of people with minority backgrounds increases. Abbott Laboratories and Sara 
Lee are among a growing number of companies that are committed to increasing their 
ranks of minority managers. These companies believe that increasing the number of 
the minorities they hire and promote today is critical to their future success.*© The 
Society of Human Resources Management offers annual conferences, which offer a 
training and networking opportunity for HR professionals responsible for recruiting 
diverse workforces. General Electric provides much-needed access to mentors and 
actively fosters leadership along the way through minority networks. Its African- 
American Forum (AAF) began informally but has grown into a major initiative.“ 

In recent years, black women have been rising more rapidly than black men in cor- 
porate America. Over the past decade, this group has grown dramatically. The rea- 
sons black women are overtaking black men are many and complex. However, in spite 
of their progress, both black women and black men need continued support in their 
development and advancement. 

While minority managers do play a part in creating a better climate for groups that 
are discriminated against in advancement opportunities, top managers and the HR 
department have the primary responsibility for creating conditions within their orga- 
nizations that are favorable for recognizing and rewarding performance on the basis 
of objective, nondiscriminatory criteria. 


Other Important Talent Concerns 


Recruiting the Disabled 


If someone told HR managers where they could find six million working-age people 
who are proven problem-solvers, provide a tax benefit for their companies, and have 
higher retention rates than average employees, they likely would ask: “What's the 
catch?” Not only is there no catch, but such a group of potential employees also cur- 
rently exists. They are disabled people.“ 

According to the U. S. Census Bureau, about 49.7 million Americans, including 
people of all ages, have a disability. About two-thirds of these individuals have a 
severe disability. Currently, however, only about 21 percent of disabled Americans 
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D HIGHLIGHTS IN HRM 


Recruiting for Diversity 


With increasingly higher levels of globalization, it is clear that organizations must actively pursue workforce diversity 
in order to reach new markets and develop greater intellectual capital. To create a program that taps into and retains a 
diverse pool of top talent, an organization's HR professionals must: 


e Ascertain whether diversity is adequately represented in the firm’s workforce by comparing company data to the 
statistics on diversity within the general workforce in the region. Diversity data within a firm should be broken 
down and measured across various specific categories, such as management, customer service, accounting, and so 
forth. 

e Clearly define the goals of the diversity recruitment and retention program, and ensure that managers of all levels 
understand its significance and support its motives. 

e Understand demographic changes in the workforce. 

e Build long-term relationships with minority organizations, colleges, and other strategic resources. 

e Become the employer of choice for a diverse workforce by developing a diversity-friendly corporate culture and 
fostering a culturally sensitive work environment. 

e Establish a presence among minority communities by participating in job fairs, targeting recruitment advertising to 
minority publications such as Diversity Inc., and monitoring all known websites where résumés of diverse individuals 
can be found. 

e Use internal employee resource groups. Demonstrate the organization’s commitment to diversity by making it a 
formal part of the Employee Referral Program. 

e Train hiring managers to ensure that diverse applicants are not discounted in the interviewing process because they 
are different. 

e Measure the efficacy of these recruitment efforts, and use the results to improve the program. 

Source: Condensed from Patricia Digh, “Getting People in the Pool: Diversity Recruitment That Works,” HRMagazine 44, no. 10 (October 1999): 


94-98; John Sullivan and Sally Baack, “Diversity Recruiting Is a Failure: It’s Time to Raise the Bar,” www.multiculturaladvantage.com; Aaron 
Green, “Diversity Recruiting: Getting It Right,” www.boston.com. 


between ages twenty-one and sixty-four are working.’? The greatest numbers have 
impairments that are hearing-, vision-, or back-related. 

Of those who do not work, the majority would like to. These individuals have often 
been rejected for employment because of the mistaken belief that there were no jobs 
within an organization that they might be able to perform effectively. Fears that the 
disabled might have more accidents or that they might aggravate existing disabili- 
ties have also deterred their employment. The lack of special facilities for physically 
impaired people, particularly those who use wheelchairs, has been a further employ- 
ment restriction. However, physical obstructions are being eliminated as employers 
are making federally legislated improvements to accommodate disabled workers. 

As you learned in Chapter 3, the Americans with Disabilities Act of 1990 and the 
amendments to it require employers to provide “reasonable accommodations’ to people 
with disabilities, including people with serious chronic ailments such as diabetes, 
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epilepsy, intellectual disabilities, multiple sclerosis, muscular dystrophy, cancer, and 
many other impairments. Many managers are unaware of how little these accommoda- 
tions cost. According to data from the U.S. Department of Labor's Office of Disability 
Employment, 15 percent of accommodations cost nothing; 51 percent cost between $1 
and $500; 12 percent cost between $501 and $1,000; and 22 percent cost more than 
$1,000. For example, an employee in a wheelchair who might not be able to perform du- 
ties that involve certain physical activities may be quite capable of working at a bench or 
a desk. The fact that disabled people are dependable, achieve superior attendance, and 
experience lower turnover offsets the costs of accommodating them in most cases. 

IBM hired its first disabled employee in 1914. This is not surprising, since the 
company makes software and other products that help eliminate workplace barriers 
for the disabled. IBM’s viewpoint is that no employee should be overlooked because 
of a disability because he or she might be the person to develop the next generation of 
hardware or software from which the company will profit. Indeed, several of the com- 
pany’s deaf researchers are doing world-class work with new technologies, including 
voice recognition technology. 

IBM also participates in mentoring and internships for the disabled. The Work- 
force Recruitment Program for College Students with Disabilities (WRP) is one in- 
ternship organization. WRP puts together profiles of thousands of college students 
and recent graduates seeking summer internships or permanent employment nation- 
wide with federal agencies. These profiles are then made available free of charge to 
business owners. The candidates are skilled in a wide variety of fields, and each has a 
disability. This effort to help employers find workers and help the disabled find jobs is 
cosponsored by the U.S. Department of Labor and the Office of Disability Employ- 
ment Policy. Similarly, the American Association for the Advancement of Science has 
a program called Entry Point, which has placed more than hundreds of science and 
engineering students with disabilities in internships in the public and private sectors. 
The vast majority of these students have gone on to graduate schools or jobs in sci- 
ence and technology. Highlights in HRM 6 lists tips from employers that have been 
successful in hiring and retaining talented employees with disabilities along with vari- 
ous sources for their recruitment. 

Finally, there is the illiteracy handicap. Between 45 and 50 percent of adults in the 
United States have only limited reading and writing abilities needed to handle the 
minimal demands of daily living or job performance. One in seven are considered illit- 
erate. Employers are encountering increasing numbers of employees, including college 
graduates, whose deficient reading and writing skills limit their performance on the 
job. The U.S. Department of Labor estimates that illiteracy costs U.S. businesses up- 
ward of $60 billion a year in lost productivity. To address literacy problems, organiza- 
tions such as Smith & Wesson, Hewlett-Packard, Motorola, and the City of Phoenix 
instituted basic skill assessment programs to teach reading, math, and communication 
skills to employees who show some level of deficiency. America’s Literacy Directory 
(ALD), sponsored by the National Institute for Literacy, connects employers, learners, 
volunteers, social service providers, and others with literacy programs in all fifty states 
and U.S. territories. Employees and employers need only go to ALD’s online directory 
and type in their locations to find the literacy help centers nearest them. 


Employing the Older Workforce 


Today there is a definite trend by organizations to hire older people. In addition, 
many workers are expressing an interest in postponing their retirements or working 
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HIGHLIGHTS IN HRM 


Hiring and Retaining Employees 
with Disabilities 


Here are seven tips for organizations that want to successfully recruit, hire, and retain employees with disabilities: 


1. Dispel any myths with real data. When it comes to hiring people with disabilities, there are many preconceived 
ideas that present barriers to employment. For example, some employers mistakenly believe their workers’ com- 
pensation insurance will increase if they hire someone with a disability. This is a myth. Insurance rates are based 
on the hazards of the operation and the organization’s accident experience, not on the physical conditions of the 
workers. Another common assumption is that people with disabilities do not have training or education, yet many 
of these candidates are well qualified due to college degrees and/or extensive experience. 

2. Know the laws. Hiring managers in all sizes and types of organizations should familiarize themselves with the 
required legal provisions for employees with disabilities, especially those spelled out in the Americans with Dis- 
abilities Act (ADA). It is essential for employers to know both their rights and their obligations under the law so 
they can be prepared to comply with all regulations. 

3. Make sure your company is physically safe and accessible. Some employers are reluctant to hire people with dis- 
abilities because they fear the costs associated with making their workplace accessible and safe. For example, 
they know they may need to widen doors, provide wheelchair ramps, and install a wheelchair-accessible restroom 
facility. However, the President’s Committee on Job Accommodation Networks (JAN) often assesses employers of 
people with disabilities, and it has found that access and safety accommodations can often be made easily and 
relatively inexpensively. 

4. Define and analyze all jobs within the company and their requirements, then put them in writing. Written job de- 
scriptions identify essential job functions and help applicants identify which jobs he or she would be qualified for 
and enjoy. This is the best means of ensuring a good match between job and candidate. 

5. Maintain the organization's standards and expectations. Some people believe that individuals with disabilities 
receive special treatment and unfair advantages, but the purpose of “accommodations” as defined by law is to 
enhance an individual’s ability to accomplish work tasks, not to lower the organization’s expectations. Employers 
need to be fair and responsible, but should not go overboard on accommodating an employee with a disability. 

6. Make a companywide commitment. Time and again, success stories are always found in companies in which the 
organization’s leadership is committed to hiring people with disabilities and this commitment is assimilated into 
the company culture. 

7. Connect with similar businesses that have hired employees with disabilities. If an organization is just starting to 
explore the possibility of hiring employees with disabilities, it might be useful to discover other organizations 
that have successfully achieved this goal. Chambers of commerce, local business associations, and online forums 
all offer valuable resources for learning how other firms have integrated employees with disabilities into their 
workforces. 

Sources: Ed Holen and Penny Jo Haney, “Consider Employing People with Disabilities,” Wenatchee Business Journal 17, no. 10 (October 2003): 


A19; Kelly Butler, “Ten Million Ways to Fill the Talent Gap,” Employee Benefit News 21, no. 3 (March 2007): 22-24; Oce Harrison, “Employing 
People with Disabilities: Small Business Concerns and Recommendations,” www.foremployers.com. 
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part-time in their retirement years,” The move has come both as a result of changing 
workforce demographics, rising health care costs, and the shrinking retirement sav- 
ings account of workers as a result of the last recession. Organizations realize that 
older workers have proven employment experience, have job “savvy, and are reliable 
employees. They are also an excellent recruitment source to staff part-time and full- 
time positions that are otherwise hard to fill. 

As we have indicated, retirees often return or stay in the workforce at the behest of 
their employers, who cannot afford to lose the knowledge accumulated by longtime 
employees or their reliable work habits that have a positive effect on the entire work 
group. To prevent an exodus of talent, employers will need to implement human re- 
sources strategies to help retain and attract the talent older workers have to offer. 
Moreover, as the workforce ages, employers will need to make workplace adaptations 
to help older workers cope with the physical problems they will experience, such as 
poorer vision, hearing, and mobility. 

For some firms, especially in jobs for which it is difficult to attract and retain skilled, 
reliable employees, older workers can be the permanent solution to an intractable prob- 
lem. Many older workers gravitate to non-full-time forms of work, especially indepen- 
dent contracting or consulting, on-call work (such as substitute nursing or teaching), and 
temporary work in administrative or IT roles. Employers are coming through for them. 

The AARP, the advocacy group for retired people, has a“National Employer Team” 
page on its website with links to firms that recruit older workers by offering them 
flexible work schedules and health benefits. The Home Depot, Staples, and Toys “R” 


US are some of the firms featured on the site. 


Employing Dual Career Couples 


As discussed throughout this book, the employment of both members of a couple 
has become a way of life in North America. Economic necessity and social forces 
have encouraged this trend to the point that over 80 percent of all marriages are now 


dual career dual career partnerships in which both members follow their own careers and ac- 
partnerships tively support each other's career development. As with most lifestyles, the dual career 
Couples in which both mem- arrangement has its positive and negative sides. A significant number of organiza- 
bers follow their own careers tigns are concerned with the problems facing dual career couples and offer assistance 
and actively support each i i : a 

other’s career development to them. Flexible working schedules are the most frequent organizational accommo- 


dation to these couples. Other arrangements include extended leave policies under 
which either parent may stay home with a newborn, policies that allow work to be 
performed at home, daycare on an organization's premises, and job sharing. 

The difficulties that dual career couples face include the need for quality child care, 
time demands, and emotional stress. However, the main problem these couples face is 
the threat of relocation, which is why gaining the support of a spouse or significant 
other is crucial for employees. Many large organizations now offer some kind of job- 
finding assistance for spouses of employees who are relocated, including payment of 
fees charged by employment agencies, job counseling firms, and executive search firms. 

Organizations are also developing networking relationships with other employers 
to find jobs for the spouses of their relocating employees. These networks can provide 
a way to “share the wealth and talent” in a community while simultaneously assisting 
in the recruitment efforts of the participating organizations.’ 

Relocating dual career couples to foreign facilities is a major issue that international 
employers face. Fewer employees are willing to relocate without assistance for their 
spouses. Many employers have developed effective approaches for integrating the var- 
ious allowances typically paid for overseas assignments when husband and wife work 
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for the same employer. Far more complex are the problems that arise when couples 
work for two different employers. The problems associated with overseas assignments 
of dual career couples will be examined in greater detail in Chapter 15. 


Se To expand the talent pool of 


organizations—the number and kind of people avail- 
able for employment—organizations must focus on 
multiple approaches to recruitment and career manage- 
ment. Which internal and outside sources and meth- 
ods are used in recruiting will depend on the strategy 
and goals of the organization, conditions of the labor 
market, and specifications of the jobs to be filled. 


Employers usually find it ad- 
vantageous to use internal promotions and transfers 
to fill as many openings as possible above the entry 
level. By recruiting from within, an organization can 
capitalize on the previous investments they have 
made in recruiting, selecting, training, and develop- 
ing its current employees and rewarding them. In- 
ternal job postings, performance appraisals, skills 
inventories, replacement charts, and assessment cen- 
ters are ways in which firms identify internal talent. 


Outside candidates are recruited 
when internal talent is lacking or a firm wants to 
hire employees with expertise from other organiza- 
tions for competitive reasons and to prevent the in- 
breeding of ideas within their organization. To help 
meet a firm's EEO requirement and diversify its tal- 
ent pools, firms also look externally for candidates. 
Advertisements, the Internet, social networks, mo- 
bile recruiting, employment agencies, tapping educa- 
tional institutions and professional associations, and 
rerecruiting are among the many ways firms recruit 
external candidates. 


HR managers have many tools 
available to them to gauge their efforts and improve 
their recruiting, Using realistic job reviews, survey- 
ing managers and applicants about the process, and 
examining metrics such as the cost per hire, time to 
fill a position, and yield ratios are some of the ways 


in which firms evaluate their recruiting efforts. An 
applicant tracking system (ATS) can help a firm 
automatically track and calculate many of these 
statistics, 


Identifying and developing 


talent is a responsibility of all managers. A career 
development program is a dynamic process that 
should integrate the career goals of employees with 
the goals of the organization. Job opportunities can 
be identified by studying jobs and determining the 
knowledge and skills each one requires. Once that 
is accomplished, key jobs can be identified, and job 
progressions can be planned. These progressions can 
then serve as a basis for developing the career paths 
of employees. Employees need to be made aware of 
the organization's philosophy and its goals; other- 
wise they will not know how their goals match those 
of the organization. Mentoring has been found to be 
valuable for providing guidance and support to em- 
ployees and potential managers. 


The first step toward facilitat- 
ing the career development of women is to eliminate 
barriers to their advancement. Creating women’s net- 
works, providing special training for women, accept- 
ing women as valued members of the organization, 
providing mentors for them, and accommodating 
families have been found to be effective ways to fa- 
cilitate women’s career development. 

A diversified workforce is composed of many dif- 
ferent groups, an important segment of which is 
minority groups. Many organizations have special 
programs such as internships that provide minority 
groups with hands-on experience as well as special 
training opportunities. Other groups that require 
the attention of management are the disabled, older 
workers, and dual career couples, who often need flex- 
ible working options. 
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applicant tracking system 
branding global sourcing 


career counseling 


fast-track program 


internal labor market 


promotion 
recruiting process outsourcing 


(RPO) 


career networking job progressions realistic job preview (RJP) 
career paths mentors relocation services 

career plateau nepotism rerecruiting 

dual career partnerships 9-box grid sabbatical 

employee leasing outplacement services transfer 

employee profile passive job seekers yield ratio 


Discussion Questions € 


ee Name some companies with 


whom you have done business. Then discuss how 
you view their employer brands. Would you want to 
work for them or not? How might these firms im- 
prove their employer brands? 


ese More than 50 percent of all 


MBAs leave their first employer within five years. 
Although the change may mean career growth for 
these individuals, it represents a loss to the employ- 
ers. What are some of the probable reasons a MBA 
would leave his or her first employer? 


ee In what ways do executive 


search firms differ from traditional employment 
agencies? 


Career Development at Metropolitan Bakery 


The two co-owners of Metropolitan Bakery plus a 
store manager and a warehouse employee talk about 
how talent is managed and developed. Special is- 
sues for a small business are described as well as a 
description about how the organization has evolved 
from the beginning, The organization has a culture 
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On the Job: Video Cases 4 


Explain how realistic job pre- 
views (RJPs) operate. Why do they appear to be an 


effective recruitment technique? 


ESM CS What contributions can a career 
management program make to an organization that 
is forced to downsize its operations? 


ENNIS) What are some of the barri- 


ers to advancement opportunities for women and 
minorities in many organizations? 


of developing talent, and the video describes the var- 
ious approaches including apprenticeships, coaching, 
adding responsibilities as employees learn, pairing 
new employees with excellent seasoned workers, and 
providing continuous performance feedback to en- 
courage growth, 
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What to Watch for and Ask Yourself a The video introduces an employee that works 
in packaging and a store manager. What 
career stages would apply to these two specific 
employees? Explain your answer. Is Metropolitan 
Bakery providing development for each of these 
employees that is appropriate to their career 
stage? 


a Would Metropolitan Bakery’s approach to 
employee development reflect an organization- 
centered approach to career planning or an 
individual-centered approach to career planning? 
Explain your answer. 


HRM EXPERIENCE 


Career Management 


We often think that successful people plan their careers out in advance and then work toward their goals in a very logi- 
cal, sequential manner. Although some successes are designed and implemented this way, others are created through 
insight, preparedness, and taking advantages of opportunities as they arise. 


Assignment 

1. Form teams of four to six members. Identify three different people to interview about their careers. One person 
should be in the early stages of his or her career; one should be in midcareer; and one should be in the final 
stages of his or her career. 

2. Ask each person to identify his or her career goals and how they have changed or are expected to change over 
time. 

3. Ask each person to describe the sequence of events that led to where he or she is. How well does that story align 
with the traditional model of careers? 

4. Ask each person what (if anything) he or she would do differently. Ask what advice he or she has for you about 
how to approach your career. 


Employee referrals and social recruiting, which already began melding through Job- Grab a 

vite, and other tools are growing even closer as new vendors enter the field and cor- Widget and 

porations test how well their jobs spread on Facebook and other sites. A New York z 

startup called Referrio is quietly entering this niche. On the Referrio site, Cisco, for Get Paid for 

example, lists eleven jobs and is offering about $2,500 per job for people who fill the 

openings by spreading the word through social media sites or email. an Employee 
Meanwhile, Virginia Mason Medical Center has set up a“grab this widget” tool for Referral 

employees to share the organization's jobs. The Seattle-area nonprofit needs to fill a 

director of nursing informatics job, IT jobs for people with Cerner experience, and 

more. At Enterprise Rent-A-Car, employees are adding widgets about company jobs 

to their personal Facebook pages, and getting paid if the widgets result in a hire. 
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At Banner Health, the Phoenix and Western U.S. nonprofit, experienced nurses 
and occupational/speech/physical therapists are among the highest in demand. 
Michael Seaver, sourcing program manager, said there was “unreal” interest when the 
36,000-employee organization moved to an electronic employee referral system two 
months ago. About 1,500 people referred candidates in about a month. This was not 
a social media campaign per se, but that is likely coming soon. 

One sign of the employee-referral times is that Select Minds, a company mainly 
known for its work on alumni networks for corporations, is moving deeper into the 
referral world, What happens with SelectMinds is that an automated e-mail goes out 
to people who might be able to help fill a job. Let's say hypothetically we are talking 
about a software job at Nationwide, and that the job is in Dayton, Ohio. An auto- 
mated email about the job opening might go out to (1) Nationwide employees in any 
region who are in IT jobs, and (2) all Nationwide employees in Dayton. The Select 
Minds e-mail allows employees to either e-mail selected contacts on LinkedIn, Face- 
book, and Twitter to tell them about the job, or update their LinkedIn and Facebook 
statuses with info on the job. The chain of link-forwarding gets tracked as it moves 
around online, and the employee either gets the whole referral kitty, or can share part 
of it with a second person, depending on how the company sets it all up. 

The employee who is doing the referring can tell their company, via a short form, 
how well they know their friend, and what they think of them. The referring em- 
ployee also gets e-mails notifying them if their contact has expressed interest in the 
job. Meanwhile, recruiters view a dashboard listing how many times a job was re- 
ferred, and how many applications came in for it. A recruiter can drill down and see 
who is referring whom. 

This smart marriage of referrals and social sites is where we are headed. 


Questions 


1, How does automating the employee referral process encourage referrals? 
2. What do you think some of the drawbacks of getting referrals from social network 
sites might be? 


Source: Excerpted from Todd Raphael, Employee Referral Programs Using More Social Media, ere.net, 
(June 22, 2010), hetp://www.ere.net. 


Preparing Sue Ann Scott was a receptionist at the headquarters of a large corporation. A high 
school graduate, she had no particular skills other than an ability to organize her 
a Career job duties and a pleasant personality. Unfortunately, she did not have any particular 


Development plan for career development; nevertheless, she wanted very much to improve her eco- 
nomic position. Recognizing her educational limitations, she began taking account- 
Plan ing courses on a random basis in an evening adult education program. 

Scott also took advantage of the corporation's job bidding system by applying for 
openings that were posted, even though in many instances she did not meet the specifi- 
cations listed for them. After being rejected several times, she became discouraged. Her 
depressed spirits were observed by Elizabeth Burroughs, one of the department man- 
agers in the corporation. Burroughs invited Scott to come to her office for a talk about 
the problems she was having. Scott took full advantage of this opportunity to express 
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her frustrations and disappointments. As she unburdened herself, it became apparent 
both to her and to Burroughs that during interviews she repeatedly apologized for hav- 
ing “only a high school education,’ an attitude that had probably made it difficult for 
the interviewers to select her over other candidates who were more positive about their 
backgrounds and skills. Burroughs suggested that Scott might try taking a more posi- 
tive approach during her interviews. For example, she could stress her self-improvement 
efforts at night school and the fact that she was a dependable and cooperative person 
who was willing to work hard to succeed in the job for which she was applying. 
Following Burroughs’ advice, Scott applied for a position as invoice clerk, a job for 
which she felt she was qualified. She made a very forceful and positive presentation 
during her interview, stressing the favorable qualities she possessed. As a result of this 
approach, she got the job. While the pay for an invoice clerk was not much more than 
that for a receptionist, the position did offer an avenue for possible advancement into 
the accounting field, in which the accounting courses she was taking would be of value. 


Questions 
1. What are some of the possible reasons Scott did not seek or receive advice from 
her immediate supervisor? 
2. After reviewing the chapter, suggest all possible ways that Scott can prepare her- 


self for career advancement. 
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Personal Career Development 


Because you are likely to spend more time working during your life than doing anything 
else, it makes sense to plan your career. There are numerous ways for an employer to 
contribute to an individual employee's career development and at the same time meet 
the organizations HR needs. Although organizations can certainly be a positive force in 
the development process, the primary responsibility for personal career growth still rests 
with the individual. After all, your career is likely to begin before and often continue 
after a period of employment with a particular organization. To help you, as students 
and prospective employees, achieve your career objectives, this Appendix is included to 
provide some background for your personal development and decisions. 


Developing Personal Skills 
and Competencies 


Planning for a career involves more than simply acquiring specific job knowledge and 
skills. Job know-how is clearly essential, but you must also develop other skills to be 
successful as an employee. To succeed as a manager, you must achieve still higher- 
level skills in the areas of communication, time management, self-motivation, inter- 
personal relationships, and leadership. 

Hundreds of self-help books, professional journals, and magazines have been written 
on these topics or contain articles about them, and myriad opportunities to participate 
in workshops are available, often sponsored by employers.’ For example, the pointers 
on the basic skills of successful career management listed in Highlights in HRM 7 
shows the competencies candidates “must have” to embark on a career in any field. 


Choosing a Career 


Many years ago, when the management expert Peter Drucker was asked about career 
choices, he said,“ The probability that the first job choice you make is the right one for you 
is roughly one in a million. If you decide your first choice is the right one, chances are that 
you are just plain lazy”? The implications of this statement are just as true today, You often 
have to do a lot of searching and changing to find a career path that is psychologically and 
financially satisfying, According to the U.S. Bureau of Labor Statistics (BLS), education, 
health services, and professional and business services represent the industry divisions with 
the strongest projected employment from now until 2016. These industries are projected 
to grow twice as fast as the overall economy. Information technology, leisure and hospital- 
ity, and transportation and warehousing are also projected to grow faster than average. 
231 
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HIGHLIGHTS IN HRM 


The Seven Career Competencies 


The following are “must haves” according to a broad range of employers surveyed by Capital Workforce Partners, a Con- 
necticut organization established by the Workforce Reinvestment Act of 1998. The organization coordinates private 
and public programs critical to developing a skilled, educated and vital workforce. 
1. Basic Skills: 
e Comprehend, explain, and analyze information 
e Interpret the meaning of written material 
e Perform all basic math functions with whole numbers, decimals, and fractions 
e Interpret and solve algebraic equations, use math in business, i.e., calculating discounts and percentages 
e Create and use tables and graphs and integrate information from multiple sources 
e Employ basic and business writing skills, including accuracy in spelling, punctuation, and grammar and the abil- 
ity to create business letters, e-mails, and other written communications 
e Have effective oral communication skills including the ability to speak professionally and speak so others can 
understand 
2. Computer Literacy 
e Keyboarding skills 
e General data entry skills 
e Ability to navigate in Microsoft Windows 
e Understand and use computer terminology appropriately 
e Connect to the Internet or an online service 
e Use e-mail (compose, retrieve, read, respond in a professional manner) 
3. Customer Service 
e Appropriately address customers, either in person, by telephone, e-mail, or other means 
e Identify customer needs by gathering information, assessing customer's knowledge of products/services 
e Provide accurate, courteous and timely information, including responding to customer comments and questions 
e Work calmly with “difficult” or upset customers 
e Work in a team environment 
e Solve customer problems and know when to escalate a problem to a manager 
4. Problem Solving and Decision Making Skills 
e Read and follow multistep directions 
e Learn, reason, and think creatively 
e Make appropriate and reasonable decisions 
e Prioritize workload 
e Ask pertinent questions 
5. Interpersonal Skills 
Individuals meeting this competency can 
e Work without supervision 
e Work well with people from culturally diverse backgrounds 
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The Seven Career Competenciest (continued) 


e Develop and maintain productive group relations 
e Cooperate with others and accept supervision 
6. Personal Qualities 

e Has a positive, “can do” attitude 

e Is a self-starter 

e Habitually arrives on time and does not leave early 

e Understands and can adapt to workplace culture 

e Can control emotional outbursts 

e Shows flexibility and adaptability 

e Demonstrates self-management and dependability 

e Comes to work appropriately dressed 

e Demonstrates honesty and integrity 

e Has addressed barriers to employment, such as substance abuse, the need for child care or related services, 
transportation, or criminal justice involvement 

7. Job Seeking Skills 

e An up-to-date, accurate résumé customized for each job using key words from advertisement and listing ac- 
complishments; résumé should include accurate spelling and grammar, action words, appropriate white space, 
bullets, not paragraphs, and appropriate e-mail name and phone voice message 

e Cover letter 

e List of up-to-date professional references 

e “Dress for Success” interview clothing 

e Proof of education attainment (diploma, etc.) and any certificates earned 

e At least one work-based learning experience obtained through internship (paid or unpaid); a job; work experi- 
ence provided by the program with a skill rating from the supervisor in addition to letters of reference 


Source: Capital Workforce Partners. 


Use of Available Resources 


A variety of resources are available to aid in the process of choosing a satisfying ca- 
reer path. Counselors at colleges and universities, as well as those in private practice, 
are equipped to assist individuals in evaluating their aptitudes, abilities, interests, and 
values as they relate to career selection. Placement offices and continuing education 
centers offer some type of career planning assistance. In addition to career explora- 
tion, most of them offer résumé writing help, interview preparation, and job place- 
ment assistance. Looking on the Internet is also a great way to jump-start your career 
planning. For example, About.com’s career planning website contains a wealth of 
information that will help get you started. Most job-posting websites, including 
Monster and CareerBuilder, contain free career information as well. 
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Accuracy of Self-Evaluation 


Successful career development depends in part on an individual's ability to conduct 
an accurate self-evaluation. When you are doing a self-evaluation, you need to con- 
sider factors that are personally significant to you. The most important internal fac- 
tors are your interests, academic aptitude and achievement, occupational aptitudes 
and skills, social skills, communication skills, and leadership abilities. What activi- 
ties do you like to do? Do you like working alone or with other people? Do you like 
technical work or creative work? Do you think you would like working in an office or 
would you prefer another setting? What have you always dreamed of doing? 

You also need to consider the salary level, status, opportunities for advancement, 
and growth for the job you seek. External factors that should be assessed include 
your family values and expectations, economic conditions, employment trends, and 
job market information. 


Interest Inventories 


Psychologists who specialize in career counseling typically administer a battery of tests. 
The Strong Vocational Interest Bank (SVIB), developed by E. K. Strong, Jr., was among 
the first of the interest tests.? Strong found substantial differences in interests that vary 
from occupation to occupation and that a persons interest pattern, especially after age 
twenty-one, tends to become quite stable. By taking his test, now known as the Strong 
Interest Inventory, you can learn the degree to which your interests correspond with 
those of successful people in a wide range of occupations. Your personality type can 
also be obtained by using a special scoring key on the Strong Interest Inventory answer 
sheet. This key, developed by John Holland, provides scores on six personality types: 
(1) realistic, (2) investigative, (3) artistic, (4) social, (5) enterprising, and (6) conven- 
tional. These categories characterize not only a type of personality, but also the type of 
working environment that a person would find most satisfying. The Strong Interest In- 
ventory must be administered by someone certified by the product's distributor CPP.* 

Another inventory that measures both interests and skills is the Campbell Interest 
and Skill Survey (CISS), which can be taken online at a number of sites for a fee, as 
can the Strong Interest Inventory.’ People report their levels of interest and skill using 
a six-point response scale on 200 interest items and 120 skill items. This information 
is then translated into seven orientations—influencing, organizing, helping, creating, 
analyzing, producing, and adventuring—and further categorized into twenty-nine ba- 
sic scales such as leadership and supervision to identify occupations with advice about 
whether each of the occupations should be “pursued,” “explored,” or “avoided” by the 
person who took the test. Figure 5A.1 shows a portion of a profile for one individual. 

Profiles such as these help individuals see how their interests and skills compare 
with those of a sample of people happily employed in a wide range of occupations. 
The About.com website includes a number of free self-assessments as do other sites 
such as MyPlan.com, CareerPath, LiveCareer, and JobDiagnosis. Note, however, that 
people have taken interest and skills inventories that dissuaded them from their cho- 
sen careers, pursued them anyway, and have become extremely successful. If you find 
yourself in such a situation do not be discouraged about your career choice. Consider 
exploring the career further via internships, informational interviews, and job shad- 
owing (discussed next), Also, keep in mind that most people change careers multiple 
times during the lives. If your first choice of a career is not what you hoped it would 
be, you are always free to pursue another. 
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FIGURE 
5A 1 Campbell Interest and Skill Survey 
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Source: Campbell™ Interest and Skill Survey (CISS®). Copyright © 1992 David Campbell, Ph.D. Reproduced with permission of the publisher 
NCS Pearson, Inc. All rights reserved. “Campbell” and “CISS” are trademarks of David P. Campbell, Ph.D. 
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Informational Interviews, Job Shadowing, 
and Internships 


An informational interview is a conversation you have with someone in an occupa- 
tion that you are interested in. You invite the person to lunch or for coffee and ask 
him or her what the job is really like—the good and the bad, qualifications needed, 
the outlook for the career, and so forth. Most people are flattered to be asked to pro- 
vide career information and like to talk about what they do. However, make it clear 
that you are not soliciting the person for a job—just seeking information. 

Job shadowing is the process of observing someone in his or her own work en- 
vironment to better understand what he or she does. Generally this is done in for 
a few hours to a half a day. The Internet is giving people a virtual way to shadow 
professionals. Virtualjobshadow.com, for example, is a website where you can watch 
professionals in about 100 different careers explain their jobs. The site also contains 
information about the earnings, and outlook of the profession, its educational re- 
quirements, and search function that show the colle ges that offer degrees appropriate 
for the profession. People that sign up for the site can also ask professional questions 
they might have. As we explained earlier in this chapter, internships can be a great 
way ‘tries out” a particular field of work, as is volunteering. Check with your college 
advisor and career placement center to find opportunities such as these. 


Evaluating Long-Term Employment Opportunities 


When choosing a career, you should attempt to determine the probable long-term 
opportunities in the occupational fields you are considering. The Department of La- 
bor’s O*Net, which we discussed in Chapter 4, contains comprehensive information 
about hundreds of jobs, the education they require, the types of people who enjoy 
doing them, the types of working conditions job holders experience, the wages they 
earn, and the employment outlook associated with jobs. The information is free and 
should be a first research step for anyone considering a particular career. Many li- 
braries also have publications that provide details about jobs and career fields. Other 
online sources include America’s Career Info Net, sponsored by the U.S. government. 
The site offers demographic and labor market information at the local, state, and na- 
tional levels. Most job boards offer similar information. 


Choosing an Employer 


Once an individual has made a career choice, even if only tentatively, the next major 
step is deciding where to work. The choice of employer may be based primarily on 
location, the immediate availability of a position, starting salary, or other basic con- 
siderations. Douglas Hall proposes that people frequently choose an organization on 
the basis of its climate and how it appears to fit their needs. According to Hall, people 
with high needs for achievement are more likely to choose aggressive, achievement- 
oriented organizations. Power-oriented people are more likely to choose influential, 
prestigious, power-oriented organizations. Affiliative people are more likely to choose 
warm, friendly, supportive organizations. We know that people whose needs fit with 
the climate of an organization are rewarded more and are more satisfied than those 
who fit in less well, so it is natural to reason that fit would also be a factor in a per- 
son's choice of an organization.° 
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Knowing something about an employer and industry can give you a competitive 
edge both in terms of getting an interview, landing a job, and negotiating a good sal- 
ary. Numerous company directories containing information about privately and 
publicly held companies are available. Hoovers.com is one online source. Corporate 
websites are another source, Often under the “Investors” or “Media” tabs you can find 
press releases issued by the companies in which you are interested. The releases often 
highlight the initiatives companies are pursuing and the directions in which they are 
taking their businesses. Business, industry, and professional publications are a good 
source, too. Simply “googling” a company can turn up a great deal of information. 

Once you have landed an interview, you have the opportunity to learn more about an 
employer, including the type of people who work there, its corporate culture, benefits, and 
so forth. If you are offered a job with the firm, a website such as salary.com can help you 
determine whether the firms offer is appropriate. CNNMoney.coms cost of living calcu- 
lator titled “How far will my salary go in another city?” can help you figure out whether 
it is monetarily feasible to relocate for a job. Highlights in HRM 8 shows the questions 
you should ask yourself before you accept a job offer with a particular company. 


Becoming an Entrepreneur 


At the opening of the century, no discussion of careers would be complete if entre- 
preneurship opportunities were not mentioned. Being an entrepreneur—someone 
who starts, organizes, manages, and assumes responsibility for a business or other 
enterprise— offers a personal challenge that many individuals prefer over being an 
employee. Small businesses are typically run by entrepreneurs who accept the per- 
sonal financial risks that go with owning a business but who also benefit directly 
from the success of the business.” 

Small businesses are actually big employers. They employ half of all private sector 
employees and account for a little less than half of the total U.S. private payrolls, They 
also generate 60 to 80 percent of new jobs annually. Someone considering starting a 
small business can obtain assistance from the Small Business Administration (SBA), 


HIGHLIGHTS IN HRM 


Questions to Ask Yourself Before 
You Accept a Job Offer 


entrepreneur 


One who starts, organizes, 
manages, and assumes re- 
sponsibility for a business or 
other enterprise 


e Have I been offered a fair salary? Is it comparable to what other people in the same position are making? 
e Have I met my potential boss? Does he or she seem like someone with whom I can have a good working 


relationship? 
e What do I know about my potential coworkers? 
e Will I be comfortable in this office environment? 
e Is the corporate culture in line with my own values, attitudes, and goals? 
e Can I handle the commute to this job? 


Source: Excerpted from Dawn Rosenberg McKay, About.com, © 2007 About.com, Inc., a part of The New York Times Company. All rights reserved. 
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FIGURE 
5 A? Twelve Steps for Starting a New Business 
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Source: From CUNNINGHAM/ALDAG/BLOCK. Business in a Changing World, 3E. © 1993 South-Western, a part of Cengage Learning, Inc. 
Reproduced by permission. www.cengage.com/permissions. 


Using the INTERNET which advises and assists millions of small businesses in the United States, It 
is essential for one considering a small business to obtain as much informa- 
tion as possible from the SBA, libraries, and organizations and individuals 
who are knowledgeable about the type of business one is considering. For 
instance, valuable assistance may be obtained from members of the Service 
Corps of Retired Executives (SCORE), who offer advisory services under 
the auspices of the SBA. 

Since the details of organizing a business are beyond the scope of this book, 
Figure 5.A1 is presented to provide an overview of the basic steps in starting 
a new business.’ 


Keeping a Career in Perspective 


For most people, work is a primary factor in the overall quality of their lives. It pro- 
vides a setting for satisfying practically the whole range of human needs and is thus of 
considerable value to the individual. Nevertheless, it is advisable to keep one’s career 
in perspective so that other important areas of life are not neglected. 


Developing Off-the-Job Interests 


Satisfaction with one's life is a product of many forces. Unfortunately, when people 
complain about not having a good work-life balance, often the problem is not too 
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much work, but too little “life,” according to Randall Craig of Pinetree Advisors, 
a human resources strategy consulting firm.'° Some of the more important ingredi- 
ents of “life” are physical health, emotional well-being, financial security, harmonious 
interpersonal relationships, freedom from too much stress, and achievement of one's 
goals, While a career can provide some of the satisfaction that one needs, most people 
find it necessary to turn to interests and activities outside their career. Off-the-job 
activities not only provide a respite from daily work responsibilities, but also offer sat- 
isfaction in areas unrelated to work. With that said, it is up to you to decide what is 
important to you and how to spend your work and off-the-job time. Your life is yours 
to live, and it is shorter than you think. 


Balancing Marital and/or Family Life 


As we have said, the one event that often poses the greatest threat to family needs 
is relocation. Families often experience conflicts between the desire to advance the 
careers of different parents and the desire to stay in one place and put down family 
roots. Many employers now provide assistance in this area, including relocation coun- 
seling, in an effort to reduce the severity of the pain that can accompany relocations, 

Although relocation is a serious threat to employees with families, there are also 
other sources of conflict. Some work-related sources of conflict include the number 
of hours a person must work per week, frequency of the overtime they work, and 
frequency and irregularity of shift work. If an employee is experiencing ambiguity 
and/or conflict with his or her work role, a low level of supervisory support, or disap- 
pointment due to unfulfilled work expectations, this can affect his or her family life as 
well, Other sources of conflict include the need to spend an unusually large amount 
of time with a person's family members, either to care for children, aging elders, or a 
spouse. The different employment patterns in a family and dissimilarity in a couple's 
career orientations are also commonplace and can take a toll on employees. 

A number of employers are doing more today to help their employees cope with 
these problems via alternative work options. Many employees are also actively look- 
ing for companies that have family-friendly policies. Working Mother magazine an- 
nually publishes a survey of the 100 top companies in the United States for working 
parents. Understand that “to be a success in the business world takes hard work, long 
hours, persistent effort, and constant attention. To be a success in marriage takes hard 
work, long hours, persistent effort, and constant attention. ... The problem is giving 
each its due and not shortchanging the other’ ™ 


Planning for Retirement 


Although you might be many years from retirement, it is never too early to plan for 
it. In your twenties, you will want to begin a savings plan and perhaps pay off your 
student loans. As you get older, your goals will probably change. Perhaps you will 
want to buy a home, and you will need money for a downpayment. Regardless of 
what stage of your life you are in, you should never neglect saving for your retirement 
throughout your working years. This is because a small sum of money saved early, 
compounded with interest over years, can amount to millions of dollars. But if you 
wait until later, you will have to save a lot of money for it to amount to as much. 
Your employer can help you with some aspects of retirement planning by providing 
you with information about tax-advantaged employer and individual savings plans. 
But although employer-sponsored preretirement programs can be helpful (as we will 
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see in Chapter 11), planning for your own retirement is up to you. Do you want to 
travel or live in another state or country? What kind of retirement does your spouse 
envision? How much money will all of this require? Your employer will not be able to 
answer these questions. However, by reading about the subject of retirement and tak- 
ing it seriously while you are young, you will be able to answer these questions your- 
self. Planning early will help you set the stage for a healthy and satisfying retirement 
as free as possible from worries—especially worries that could have been avoided or 
minimized had you taken a few easy steps earlier in life. 


informational interview 


= 


entrepreneur 


job shadowing 
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egardless of whether the company is large or small, hiring the best and the bright- 
est employees lays a strong foundation for excellence. But how should this be 
done? And what happens if it is not done right? A recent study by the Society for 
HR Management found that the cost of hiring someone for a wrong intermediate position 
is approximately $20,000, and the cost of hiring the wrong person for a senior manager's 
position is $100,000. In addition, equal employment opportunity legislation, court deci- 
sions, and the Uniform Guidelines (discussed in Chapter 3) have also provided an impetus 
for making sure that the selection process is done well. The bottom line is good selection 
decisions make a difference. So do bad ones. 


Overview of the Selection Process 


LEARNING OUTCOME 14 


Because managers of- 
ten have a good deal 
of job knowledge, how 
important do you think 
it is for them to un- 
derstand the selection 
process to make good 
decisions? 


selection 


The process of choosing in- 
dividuals who have relevant 
qualifications to fill existing 
or projected job openings 


Selection is the process of choosing individuals who have relevant qualifications to 
fill existing or projected job openings. Figure 6.1 shows in broad terms that the over- 
all goal of selection is to maximize “hits” and avoid “misses.” Hits are accurate pre- 
dictions, and misses are inaccurate ones. The cost of one type of miss would be the 
direct and indirect expense of hiring an employee who turns out to be unsuccessful. 
The cost of the other type of miss is an opportunity cost—someone who could have 
been successful did not get a chance to contribute to the organization. Although the 
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The Goal of Selection: Maximize “Hits” 
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design of a firm's overall selection program is often the formal responsibility of the 
organizations HR department, line managers typically make the final decisions about 
the people hired into their units. 


Begin with a Job Analysis 


In Chapter 4, we discussed the process of analyzing jobs. Job specifications help iden- 
tify the individual competencies employees need for success—the knowledge, skills, 
abilities, and other factors (KSAOs) that lead to superior performance. Managers 
then use selection methods such as interviews, references, preemployment tests, and 
the like to measure applicants KSAOs against the competencies required for the job. 
Complete and clear job specifications help interviewers differentiate between quali- 
fied and unqualified applicants and reduce the effect of an interviewer's biases and 
prejudices. Applicants whose KSAOs are well matched to the jobs they are hired for 
are also found to perform better and be more satisfied. 

Ordinarily, line managers are well acquainted with the requirements pertaining to 
the skills, physical demands, and other characteristics of the jobs in their organiza- 
tions. Interviewers and members of the HR department who participate in the se- 
lection process should become thoroughly familiar with the jobs and competencies 
needed to perform them as well. In addition to the requirements of the job, many 
organizations, including Morgan Stanley, Merck, Southwest Airlines, and Starbucks, 
also try to hire individuals who match their values and cultures. Recall from Chapter 
2 that this process is referred to as values-based hiring. The drawback of values-based 
recruiting is that it can result in a lack of diversity, so firms need to be cautious about 
hiring too many of the same types of people. 


Steps in the Selection Process 


The number of steps in the selection process and their sequence will vary, not only 
with the organization, but also with the type and level of jobs to be filled. Each step 
should be evaluated in terms of its contribution to the process. The steps that typi- 
cally make up the selection process are shown in Figure 6.2. Not all applicants will go 
through all of these steps. Some will be rejected after the preliminary interview, oth- 
ers after taking tests, and so on. 

As Figure 6.2 shows, organizations use several different means to obtain informa- 
tion about applicants. These methods include gathering résumés and applications, 
and conducting interviews, tests, medical examinations, and investigations. For inter- 
nal candidate not all of the steps may be required. For example, a company is likely 
to require the candidate to submit a résumé and go through an interview, but not 
necessarily a background investigation. Because more steps are generally required 
when filling positions externally, companies often try to hire within and advertise 
externally only as a last result. According to the executive search firm Heidrick & 
Struggles, internal promotions accounted for more than half of all positions filled in 
2009-2010—up from 34 percent in 2007.” 

However, some experts say it is a good idea to treat internal and external candidates 
the same way because it helps both managers and a firm's employees feel confident 
that the process was fair, no special treatment was given to any one candidate, and the 
best person for the job was chosen. 
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LEARNING OUTCOME 2 


Many employers do 
Internet searches to 
turn up information on 
job candidates. Can you 
see any problem related 
to doing so? 


reliability 

The degree to which in- 
terviews, tests, and other 
selection procedures yield 
comparable data over time 
and alternative measures 


validity 
The degree to which a test 


or selection procedure mea- 
sures a person’s attributes 


FIGURE 


6.2 


Steps in the Selection Process 


Medical exam/drug test 
Pre-employment tests 


Reference and 
background checks 
Completion of Application 
Submission 
of resume 


Note: Steps may vary. An applicant may be rejected after any step in the process. 


Obtaining Reliable and Valid Information 


Regardless of whether a position is filled internally or externally, it is essential that 
the information gathered about candidates be reliable and valid, gathered legally, 
and the privacy of applicants safeguarded. The degree to which interviews, tests, and 
other selection procedures yield comparable data over a period of time is known as 
reliability. For example, unless interviewers judge the capabilities of a group of ap- 
plicants to be the same today as they did yesterday, their judgments are unreliable 
(that is, unstable), Likewise, a test that gives widely different scores when it is ad- 
ministered to the same individual a few days apart is unreliable. Reliability also re- 
fers to the extent to which two or more methods (interviews and tests, for example) 
yield similar results or are consistent. Interrater reliability —agreement among two or 
more raters—is one measure of a method's consistency. 

In addition to the information about a person's suitability for a job being reliable, 
it must be valid. Validity refers to what a test or other selection procedure measures 
and how well it measures it. In other words, the selection process should be able 
to predict how well a person performs on the job. Like a new medicine, a selection 
procedure must be validated before it is used. There are two reasons for validating a 
procedure. First, validity is directly related to increases in employee productivity, as 
we will demonstrate later. Second, EEO regulations require selection procedures to 


be valid 
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Initial Screening 


Employers use many different pieces of information to try to determine if an appli- 
cant will be successful on the job. The initial pieces of information for screening can- 
didates include résumés, cover letters, and applications, and often the Internet. 


Cover Letters and Résumés 


Résumés and cover letters have been used for decades to assess the suitability of ap- 
plicants, especially for salaried positions. Generally, these documents are reviewed 
first with an eye towards who can be eliminated because they do not have the skills, 
abilities, education, or experience outlined in the job description for the application. 
Did the applicant submit a thoughtful cover letter? Or is he or she simply “spamming” 
companies with résumés? A lack of a cover letter could be one way of eliminating ap- 
plicants. Was the cover letter well written? Well-written cover letters are important 
if a requirement of the job is having good written communication skills, which is the 
case for many jobs. So, for example, if a person who applied for an online customer 
service job that includes writing chat messages to customers submitted a cover letter 
with numerous typos, this could be grounds for passing over the person. Good writ- 
ing skills might be less important for a person who works as a Walmart greeter. Good 
verbal or interpersonal skills might suffice for this position. 

Evaluating résumés can be a subjective process. Evaluators often have a difficult 
time applying a set of consistent standards across multiple candidates or they con- 
sistently apply standards that are irrelevant to success on the job. The fact that there 
is no “set” format for writing résumés—that they vary from person to person—can 
make them difficult for people to screen. Bias can also enter the process. For example, 
one research study found that qualified applicants with black-sounding names had to 
send out fifteen résumés to get an interview, whereas candidates with white-sounding 
names only had to send out ten.* 

Developing explicit evaluation criteria and a structured way to review résumés can 
help make the process less subjective. Once applicants who clearly are not qualified are 
eliminated, a company might use an assessment grid like the one shown in Figure 6.3 
to take some of the guesswork out of the process. Job description criteria are placed 
in the left-hand column of the grid, and candidates are then ranked based on a scale 
as to whether the skills outlined in their résumés and cover letters match the job. The 
totals for the candidates are then compared. 

The downside of manually screening and assessing cover letters is that it is not 
uncommon for a firm to get hundreds of résumés for a single position. To speed up 
the evaluation process, many firms are now using software to scan résumés to find 
qualified applications. For example, a hiring manager or human resources represen- 
tative will specify the educational and experience levels a job requires and keywords 
indicative of that experience. The software then scans the résumés collected for that 
position, pulls a list of qualified candidates, and ranks them according to how closely 
they match the job criteria. Applicant tracking systems generally include a résumé 
screening feature. Some of the systems also prescreen people who submit résumés by 
first asking them to take a short questionnaire to determine how qualified they are. 

Not all HR professionals are fans of résumé screening software, however. There 
is concern that capable people are routinely being rejected by machines, even before 
a human lays eyes upon their credentials. Also, applicants have learned to “pepper” 
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FIGURE ca i ; 
G 9 Application/Résumé Assessment Grid 


Rate each candidate on a scale of 1-5, with 5 being the highest rating. 


Quantitative requirements Applicant A Applicant B Applicant C Applicant D 
Business degree and/or MBA 5 


Two years’ managerial experience 


5 
Ability to develop strategies 2 
Ability to manage budgets 2 


Qualitative requirements 


Demonstrated interpersonal skills 


Demonstrated coaching and development 
skills 


Ability to manage diverse teams and work 
with other departments 


Flexibility 


Writing and verbal skills 


Presentation skills 


Level of integrity 


Totals 
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their résumés with a jobs keywords to 
get past résumé-screening software. 
Considering the volume of résumés 
firms can get, however, the practice is 
probably here to stay. Many compa- 
nies, including TGI Fridays, say that 
résumé screening software works well 
for them.” Case Study 2 at the end of 
the chapter takes a closer look at ré- 
sumeé screening, 


Many HR 
professionals use 
computer software 
to make the process 
of screening 
résumés faster and 
easier. Yet some 
practitioners fear this 
may inadvertently 
screen out qualified 
applicants. 


Internet Checks and 
Phone Screening 
As you learned in Chapter 1, HR 


professionals and hiring managers 
will often “Google” applicants’ names 
and check online social networking 
sites before deciding whether or not 
to invite them for an actual face-to- 
face interview. The downsides of 


EDHAR/www.shutterstock.com 
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conducting Internet searches relates to the privacy of applicants. In Finland, the prac- 
tice is illegal. It is also difficult to verify the authenticity of information posted online 
(did the candidate really post the information, or did someone else?) and easy to con- 
fuse an applicant with someone else who has the same name. 
Short phone interviews, or screening interviews, are also often conducted, many 
times by HR personnel, to narrow down the field and save managers time by elimi- 
nating candidates who are not likely to be hired. Video is being used to prescreen 
applicants as well. 
iCandidateScreener is a product that allows candidates to interview themselves 
with their webcams. Managers can quickly screen through the candidates when they 
have time before bringing applicants in for a face-to-face interview. To give employers 
a “preview” of themselves, candidates are also posting video résumés on YouTube, video résumés 
Jobster, and sites such as HireVue.° Video résumés are short video clips that high- Short video clips that 
light applicants’ qualifications beyond what they can communicate via their résumés Pris ea tale 
and cover letters. The videos allow employers to see how well they present themselves gan Cie on nae 
and decide whether they should be called in for an interview. However, there is some résumés 
concern that video résumés will cause employers to screen people based on their looks 
rather than their qualifications. 


Application Forms 


Application forms provide a fairly quick and systematic means of obtaining a variety 
of information about the applicant, such as whether the applicant meets the mini- 
mum requirements for experience, education, and so on. For example, McDonald's 
uses a form that is quite brief but asks for information that is highly relevant to job 
performance. The form also provides information regarding the employer's confor- 
mity with various laws and regulations. For scientific, professional, and managerial 
jobs, a more extended form is likely to be used. 

Even when applicants come armed with elaborate résumés, it is important that they 
complete an application form because it is a way to gather consistent information 
about candidates. People, even those in high positions, frequently exaggerate their 
qualifications on their résumés and omit unflattering information. For example, 
George O'Leary had to resign as head football coach at Notre Dame after admitting 
to falsely claiming he had played football at New Hampshire and had a master’s de- 
gree from New York University. Similarly, Radio Shack CEO David Edmondson was 
forced to resign after claiming on his résumé that he had earned college degrees in 
theology and psychology. Not only had he not graduated, but the college he attended 
did not even offer a psychology degree.’ 

The EEOC and the courts have found that many questions asked on application 
forms disproportionately discriminate against females and minorities and often are 
not job-related. Application forms should therefore be developed with great care and 
revised as often as necessary. Because of differences in state laws on fair em- 
ployment practices (FEPs) (see Chapter 3), organizations operating in more 
than one state will find it difficult to develop one form that can be used 
nationally, 

Asking applicants to transcribe specific résumé material onto a standard- 
ized application form can help alleviate this problem. Far fewer people lie 
on application forms relative to their résumés, a survey by CareerBuilder 
found. The applicant is then asked to sign a statement that the information 


Using the INTERNET 
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contained on the form is true and that he or she accepts the employer's right to ter- 
minate the candidate's employment if any of the information is subsequently found 
to be false.® 

Many managers remain unclear about the questions they can ask on an application 
form. While most know they should steer clear of issues such as age, race, marital sta- 
tus, and sexual orientation, other issues are less clear. In addition to consulting their 
states employment laws, some of which are more restrictive than others, the follow- 
ing are some suggestions for putting together an application form: 


= Application date. The applicant should date the application. This helps managers 
know when the form was completed and gives them an idea of the time limit (for 
example, one year) that the form should be on file. 


= Educational background. The form should contain blanks for grade school, high 
school, college, and postcollege attendance—but not the dates attended, since that 
can be connected with age. 


a Experience. Virtually any questions that focus on work experience related to the 
job are permissible. 


a Arrests and criminal convictions. Traditionally application forms have included 
questions about convictions and arrests. Questions about arrests are not 
permissible, and questions about convictions and guilty pleadings can be 
problematic if they are not related to the job. Some states have made these 
questions illegal, and the EEOC has indicated that they can have a disparate 


impact on African-American and Hispanic workers. 


« National origin. Such questions are not permitted. However, it is allowable to ask 
whether the person is legally prevented from working in the United States. This is 
important because before beginning work, all employees, including U.S. citizens, 
must complete an I-9 form for their employers to submit to the government 
verifying that they are eligible to work in the United States, They must also provide 
supporting documents proving as much. 


a References. Most applications include blanks for the names, addresses, and phone 
numbers of references provided by applicants. (We will cover this in more detail 
later.) 


a Disabilities. This is a potentially tricky area. The Americans with Disabilities Act 
prohibits discriminating against a person with a disability who, with or without 
reasonable accommodation, can perform essential job functions. But employers 
are not allowed to ask applicants questions designed to elicit information about 
the existence, nature, or severity of a disability. Inquiries about the ability of the 
person to perform job functions, however, are acceptable. Under the most recent 
guidelines issued by the EEOC, employers can ask whether an applicant needs 
reasonable accommodation—if the disability is obvious or if the applicant has 
voluntarily disclosed the disability. 


Disclaimers 


= EEOC and at-will statements. It is a good idea to state on the application form 
that the firm does not discriminate and is an EEOC employer. If your state allows 
it, the form should state that all employees are hired at will. This gives both the 
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employer and employee the right to end the employment relationship at any time 
without reason. (How the employment-at-will principle works will be discussed in 


greater detail in Chapter 13.) 


= Reference checks. Included on the application form should be language that gives 
the hiring firm the right to contact the applicants’ previous employers listed on the 
form and their résumés. 


= Employment testing. Any tests the applicant may have to take should be listed on 
the form. 


a Information falsification. This section should disclose to applicants that any 
falsification of the information they provide could result in their disqualification 
or termination should they be hired. 


Many of these issues will be addressed again, particularly in the section on employ- 
ment interviews. 

Some organizations use what is referred to as a weighted application blank (WAB). 
The WAB, which is also sometimes called a scored application form, is an applica- 
tion that is designed to distinguish between successful and unsuccessful employees. If 
managers can identify application items that have predicted employee success in the 
past, they may use that information to screen new applicants. Some evidence suggests 
that use of the WAB has been especially helpful for reducing turnover costs in the 
hospitality industry. 


Online Applications 


Most large companies accept applications online, and some conduct preapplication 
screening tests online. One of the key advantages of accepting applications online is 
that companies can recruit candidates and fill their job openings much faster. The 
discount stock broker Charles Schwab claims that by using the Internet, it can now 
fill a job opening in just one week. 

As with résumés accepted online, companies report that the downside of ac- 
cepting online applications is that it can lead to a large volume of them being 
submitted—many of which fail to meet minimum qualifications. The upside, 
however, is that generating a larger number of applicants tends to promote greater 
employee diversity. Home Depot, for example, successfully implemented an on- 
line application system called the Job Preference Program to get a broader pool of 
applicants than it previously had been getting. It ultimately enabled the company 
to hire more women. 


Employment Interviews 


The next step after screening résumés, cover letters, and applications for qualified 
candidates is oftentimes interviewing them. Traditionally, the employment interview 
has played a central role in the selection process—so much so that it is rare to find an 
instance in which an employee is hired without some sort of interview. Depending on 
the type of job, applicants might be interviewed by one person, members of a work 
team, or other individuals in the organization, Although researchers have raised some 
doubts about its validity, the interview remains a mainstay of selection because (1) it 
is especially practical when there are only a small number of applicants; (2) it serves 


LEARNING OUTCOME 3 


If you a know a can- 
didate, in addition to 
interviewing the per- 
son, do you still need 
to check his or her job 
references and do a 
background check? Can 
any of these steps be 
skipped? 
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nondirective 
interview 


An interview in which the ap- 
plicant is allowed the maxi- 
mum amount of freedom 

in determining the course 

of the discussion, while the 
interviewer carefully refrains 
from influencing the appli- 
cant’s remarks 


structured 
interview 

An interview in which a set 
of standardized questions 


having an established set of 
answers is used 
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other purposes, such as public relations; and (3) interviewers maintain great faith 
and confidence in their judgments. Nevertheless, the interview can be plagued by 
problems of subjectivity and personal bias. In this section, we review the character- 
istics, advantages, and disadvantages of various types of employment interviews. We 
highlight the fact that the structure of the interview and the training of interviewers 
strongly influence the success of the hiring process.” 

Interview methods differ in several ways, most significantly in terms of the amount 
of structure, or control, exercised by the interviewer. In highly structured interviews, 
the interviewer determines the course that the interview will follow as each question 
is asked. In the less structured interview, the applicant plays a larger role in determin- 
ing the course the discussion will take. Next, let’s look at the different types of inter- 
views from the least structured to the most structured. Note that different types of 
interview styles and questions they utilize can be mixed and matched to yield a more 
complete picture of candidates. 


The Nondirective Interview 


In a nondirective interview, the interviewer carefully refrains from influencing the 
applicant’s remarks. The applicant is allowed the maximum amount of freedom in 
determining the course of the discussion. The interviewer asks broad, open-ended 
questions—such as“ Tell me more about your experiences on your last job’—and 
permits the applicant to talk freely with a minimum of interruption. Generally, the 
nondirective interviewer listens carefully and does not argue, interrupt, or change the 
subject abruptly. The interviewer also uses follow-up questions to allow the applicant 
to elaborate, makes only brief responses, and allows pauses in the conversation; the 
pausing technique is the most difficult for the beginning interviewer to master. 

The greater freedom afforded to the applicant in the nondirective interview helps 
bring to the interviewer's attention any information, attitudes, or feelings a candidate 
might not disclose during more structured questioning. However, because the applicant 
determines the course of the interview and no set procedure is followed, little informa- 
tion that comes from these interviews enables interviewers to cross-check agreement 
with other interviewers. Thus the reliability and validity of these interviews are not 
likely to be as great. This method is most likely to be used in interviewing candidates 
for high-level positions and in counseling, which we will discuss in Chapter 13. 


The Structured Interview 


Because a structured interview has a set of standardized questions (based on job 
analysis) and an established set of answers against which applicant responses can be 
rated, it provides a more consistent basis for evaluating job candidates. For example, 
staff members of Weyerhaeuser Company's HR department have developed a struc- 
tured interviewing process used for all candidates: 


1, The interview process is based exclusively on the duties and requirements critical 
to a person's job performance. 


2. There are sample (benchmark) answers, determined in advance, to each question. 
Candidates’ responses are rated on a five-point scale relative to those answers. 


3. Candidates are interviewed by multiple people who rate the responses. 


4. The interviewers take notes for future reference and in case of a legal challenge. 
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A structured interview is more likely to provide the type of information needed for 
making sound decisions. According to a report by the U.S. Merit Systems Protection 
Board, a quasijudicial agency that serves as the guardian of federal merit systems, 
structured interviews are twice as likely as nondirective interviews to predict on-the- 
job performance. Structured interviews are also less likely than nondirective inter- 
views to be attacked in court.!° 


The Situational Interview 


One variation of the structured interview is called the situational interview. With 
this approach, an applicant is given a hypothetical incident and asked how he or 
she would respond to it. The applicant's response is then evaluated relative to pre- 
established benchmark standards. Interestingly, many organizations are using the 
situational interview to select new college graduates. Highlights in HRM 1 shows 
a sample question from a situational interview used to select systems analysts at a 
chemical plant. Highlights in HRM 2 lists some of the biggest blunders made by job 
applicants. 


The Behavioral Description Interview 


In contrast to a situational interview, which focuses on hypothetical situations, a 
behavioral description interview (BDI) focuses on actual work incidents in the in- 
terviewee’s past. The BDI format asks the job applicant what he or she actually did in 


T HIGHLIGHTS IN HRM 


Sample Situational Interview Question 


situational 
interview 

An interview in which an ap- 
plicant is given a hypotheti- 
cal incident and asked how 
he or she would respond to it 


behavioral descrip- 
tion interview 


(BDI) 


An interview in which an 
applicant is asked questions 
about what he or she actu- 
ally did in a given situation 


Question: 


It is the night before your scheduled vacation. You are all packed and ready to go. Just before you get into bed, you 
receive a phone call from the plant. A problem has arisen that only you can handle. You are asked to come in to take 


care of things. What would you do in this situation? 


Record Answer: 


Scoring Guide: 


Good: “I would go in to work and make certain that everything is OK. Then I would go on vacation.” 
Good: “There are no problems that only I can handle. I would make certain that someone qualified was there to handle 


things.” 
Fair: “I would try to find someone else to deal with the problem.” 
Fair: “I would go on vacation.” 
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a given situation. For example, to assess a potential manager's ability to handle a prob- 
lem employee, an interviewer might ask, “Tell me about the last time you disciplined 
an employee.’ Such an approach to interviewing, based on a critical incidents job 
analysis, assumes that past performance is the best predictor of future performance. 
It also may be somewhat less susceptible to applicant faking. In addition, recent re- 
search indicates that the behavioral description interview is more effective than the 
situational interview for hiring higher-level positions such as general managers and 
executives.!! 


Panel and Sequential Interviews 


Another type of interview involves a panel of interviewers who question and observe 


panel interview a single candidate. In a typical panel interview, the candidate meets with three to five 
An interview in which a interviewers who take turns asking questions. After the interview, the interviewers 
board of interviewers ques- pool their observations and their rating scores if the interview is structured to reach a 
tions and observes a single 4 ‘qe ` ae A 4 

candidate consensus about the suitability of the candidate. HRM specialists using this method 


at Philip Morris USA and Dominion Virginia Power report that panel interviews 
provide several significant advantages over traditional one-to-one interviews, includ- 
ing higher reliability because they involve multiple inputs. They can also result in a 
shorter decision-making period, and applicants are more likely to accept the deci- 
sions made. Studies also suggest that if the panels are composed of a diverse group of 


HIGHLIGHTS IN HRM 


(s 
Hiring Managers Reveal Mistakes Candidates “4 
Make during Job Interviews 


Hiring managers often share the most memorable blunders that caused them to pass on a particular candidate. Below 

is a sample of some of them. 

e “The candidate spoke no English, so he brought his mother to translate for him during the interview. It was for a 
customer-service position.” 

e “She kept telling me about her marital problems.” 

e “The candidate knew nothing about the job being offered or our organization.” 

e “One guy ate a sandwich.” 

e “The candidate asked me to hurry up because she left her child in the car.” 

e “He told me the only reason he was here was because his mother wanted him to get a job. He was 37.” 

e “One candidate did not wear shoes to the interview.” 

e “Body odor so bad I had to excuse myself midinterview and put lip gloss in my nose in order to get through the 
rest.” 

e “One guy mentioned his arrest during the interview after stating on his application that he had never been 
arrested.” 

e “One guy asked if we drug-tested and if we gave advance notice (we are a drug treatment facility).” 


Sources: CareerBuilder.com, Reader's Digest. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 6 Employee Selection 


interviewers, hiring discrimination is minimized.” A sequential interview is one in sequential 

which a candidate is interviewed by multiple people, one right after another. Sequen- interview 

tial interviews are very common. They allow different interviewers who have a vested A format in which a candi- 
interest in the candidate's success to meet and evaluate the person one-on-one. The date is interviewed by mul- 


. . ; f tiple people, one right after 
interviewers later get together and compare their assessments of the candidates. another 


Phone Interviews 


Most interviews take place in person. However, under certain circumstances, phone 
interviews can be effective and actually help expand a company’s pool of talent. Via 
phone, Pacific Islands Club, a resort in Guam, is able to recruit people from around 
the world who want to work for the resort. Rebecca Cummings, a young woman liv- 
ing in the United States, went to work for the Pacific Islands Club as an activities di- 
rector after successfully interviewing via phone. A face-to-face interview would have 
been cost prohibitive.” 

Automated phone interviews are also used, albeit as an initial screening device. A 
few years ago, Pic’n Pay Shoe Stores created an interview that could be conducted 
over the phone using an 800 number. The interview focused on honesty, work atti- 
tudes, candor, dependability, and self-motivation. After implementing the system, the 
company cut turnover by 50 percent and reduced employee theft by almost 40 per- 
cent. In addition to the benefits of objectivity, some research evidence suggests that 
applicants may be less likely to engage in “impression management” in computerized 
interviews than in face-to-face interviews.! 


Computer Interviews 


With advances in information technology, more and more organizations are us- 
ing computers and the Internet to help with the interviewing process. Nike, Cigna 


Many employers use 
telephone interviews 
for both initial, 
prescreening interviews 
and for interviews 

that occur later in the 


process. 


Elena Elisseeva/Shutterstock.com 
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Insurance, and Pinkerton Security have all developed expert systems to gather infor- 
mation as well as compare candidates. Typically, a computer interview requires candi- 
dates to answer a series (75 to 125) of multiple-choice questions tailored to the job. 
These answers are compared either with an ideal profile or with profiles developed 
on the basis of other candidates’ responses. 

The computer interview can also be used as a screening device to help filter out 
unqualified applicants applying online who do not merit a personal interview. De- 
pending on the vendor and the software used, a computer interview conducted in 
conjunction with online tests can measure everything from contradictory responses 
and latent responses (time delays related to answering a question) to the applicant's 
typing speed and ability to use different kinds of software. CareerBuilder.com, for 
example, offers a service called IntelligentHire that screens out the ten most qualified 
and interested applicants posting for a job on CareerBuilder’s site. IntelligentHire 
then generates a report for the employer that includes the applicants’ résumés, an- 
swers to questions, background check results, and their overall rankings against one 
another.!? So far, organizations have used computer and phone interviews mainly as a 
complement to, rather than as a replacement for, conventional interviews. 16 


Video Interviews 


Companies such as AT&T, Dell Computer, and Nike are using videoconference tech- 
nologies to evaluate job candidates. Some utilize technologies such as webcams and 
Skype; others use outside service partners. FedEx Kinko's, for example, rents video- 
conferencing rooms at 120 of its stores for about $225 per hour. 

virtual interviews Called virtual interviews, they have several potential advantages related to flex- 

Interviews conducted via ibility, speed, and cost. As we explained earlier in the chapter, employers can also use 

e or over them as a prescreening tool to make preliminary assessments about applicants be- 
fore incurring the costs of a face-to-face meeting. The goal is to enable faster, higher- 
quality decisions at lower cost. 

In addition to offering a broad range of candidate assessment services, a number 
of recruiting companies, including BioPharma Worldwide, digitally record job appli- 
cants and post their interviews to their websites. Corporations log onto the sites and 
check out candidates free of charge or for a small fee, depending on the vendor. By 
recording and playing back the interviews to several companies’ executives, firms can 
eliminate complications involved in setting up many mote interviews.'” 


Guidelines for Employment Interviewers 


Organizations should be cautious in selecting employment interviewers. The quali- 
ties of a good interviewer include humility, the ability to think objectively, maturity, 
and poise. Given the importance of diversity in the workforce, experience in associat- 
ing with people from a variety of backgrounds is also desirable. Qualities to avoid in 
interviewers include over-talkativeness, extreme opinions, and biases. 

Figure 6.4 summarizes the variables and processes involved in the employment in- 
terview. The figure shows that a number of applicant characteristics and situational 
factors can influence the perceptions of the interviewer and thus the hiring decision. 
For example, the race and sex of an applicant can shape the expectations, biases, and 
behaviors of an interviewer, which in turn can affect the interview outcome. Even a 
limited understanding of the variables shown in Figure 6.4 can help increase the in- 
terviewing effectiveness of managers and supervisors. 
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FIGURE l 
6 4 Variables in the Employment Interview 


CONTEXT 


e Purpose of the 
interview 

e Laws and regulations 

e Economic issues 

e Physical settings INTERVIEW 

e Interview structure 


Process 


INTERVIEWER(S) Outcome 


e Experience/training (Hiring Decision) 
e Age, sex, race, etc. 

e Perceptions 

e Nonverbal cues 

e Goals 


© Cengage Learning 2013 


Interviewer Training 

Training has been shown to dramatically improve the competence of interviewers. 
If not done on a continuing basis, training should at least be done periodically for 
managers, supervisors, and HR representatives who conduct interviews. Interviewer 
training programs should include practice interviews conducted under guidance. 
Practice interviews can be recorded and evaluated later in a group training session. 
Some variation in technique is only natural. However, the following list presents ten 
ground rules for employment interviews that are commonly accepted and supported 


by research findings. 


1. Understand the job. Perhaps the most critical step to ensuring interviewers do a 
good job is to be sure they understand the job and its requirements. Research 
studies have shown that interviewers who understand the parameters of a job are 
better at interviewing people and evaluating their responses. 


2. Establish an interview plan. Examine the purposes of the interview and deter- 
mine the areas and specific questions to be covered. Review the job requirements, 
application form data, test scores, and other available information before seeing 
the applicant. 
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3. Establish and maintain rapport and listen actively. This is accomplished by greeting 
the applicant pleasantly, explaining the purpose of the interview, displaying sincere 
interest in what the person has to say, and listening carefully. Try to understand 
what the candidate is not only saying but implying. Keep non-job-related conversa- 
tion to a minimum to prevent from coming into play any biases you might have. 


= 


Pay attention to nonverbal cues. An applicant's facial expressions, gestures, body posi- 
tion, and movements often provide clues to that persons attitudes and feelings. Inter- 
viewers should be aware of what they themselves are communicating nonverbally, 


Su 
+ 


Provide information as freely and honestly as possible. Answer fully and frankly the 
applicant's questions. Present a realistic picture of the job. 


a 


Use questions effectively. Ask open-ended questions rather than questions that can 
be answered with a simple “yes” or “no.” Do not ask questions that “lead” candi- 
dates to the “right” answer. Phrase the questions in a neutral way. 


Pa 


Separate facts from inferences. During the interview, record factual information. 
Later, record your inferences or interpretations of the facts. Compare your infer- 
ences with those of other interviewers. 


8. Recognize stereotypes and biases. Stereotyping involves forming generalized opin- 
ions about people of a given gender, race, ethnic background, or appearance. As 
we have mentioned, one typical bias is for interviewers to consider candidates 
who have interests, experiences, and backgrounds similar to their own to be more 
acceptable. Another bias occurs when interviewers “fall into like” with applicants, 
especially if a candidate is extroverted and charming, If extroversion is an impor- 
tant characteristic of the job (such as a sales job), choosing an extroverted can- 
didate might be appropriate. However, a less-extroverted candidate who is more 
conscientious might be better for a job that is detail oriented or requires a person 
to work alone. In other words, evaluate candidates based on the characteristics of 
the job and not, for example, the fact that they went to the same college you did. 


+ 


9. Avoid the “halo error,” or judging an individual favorably or unfavorably overall on 
the basis of only one strong point (or weak point) on which you place high value. Also 
avoid the influence of “beautyism.’ Discrimination against unattractive but tal- 
ented people is a persistent and pervasive form of employment discrimination. 
(If you are a candidate, remember that it can be difficult for interviewers to con- 
trol their biases, so first impressions count. The degree to which employers are 
influenced by a candidate's appearance are shown in Figure 6.5.) 


10. Control the course of the interview. Establish an interview plan and stick to it. Pro- 
vide the applicant with ample opportunity to talk, but maintain control of the 


situation in order to reach the interview objectives. 


+ 


11. Standardize the questions asked. To increase the reliability of the interview and 
avoid discrimination, ask the same questions of all applicants for a particular job. 
Keep careful notes; record facts, impressions, and any relevant information, in- 


cluding what was told to the applicant. 


+ 


Diversity Management: Are Your Questions Legal? 


The entire subject of what is legal or illegal in an employment interview gets pretty 
complicated. There are differing and sometimes contradictory interpretations by the 


courts, the EEOC, and the Office of Federal Contract Compliance Program about 
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FIGURE 
6 5 How Candidates’ Physical Attributes Influence Employers 


NO SLIGHT STRONG 
INFLUENCE INFLUENCE INFLUENCE 


Grooming 6% 21% 73% 
Nontraditional interview attire 13 38 49 
Handshake 22 45 33 
Body piercing 26 43 31 
Obvious tattoos 25 46 29 
Nontraditional hair color 26 46 28 
Unusual hairstyle 30 49 21 
Earring (male) 54 34 
Beard 73 22 
Mustache 83 16 


Source: Occupational Outlook Quarterly. 


what you can ask in an interview. Under federal laws no questions are expressly pro- 
hibited. However, the EEOC looks with disfavor on direct or indirect questions re- 
lated to race, color, age, religion, sex, national origin, caregiver status, and other factors 
we talked about in Chapter 3. Some questions that interviewers once felt free to ask 
are now potentially hazardous. Federal courts have severely limited the areas of ques- 
tioning. An interviewer, for example, can ask about physical disabilities if the job in- 
volves manual labor, but not otherwise. It is inappropriate, for example, to ask women 
(or men) if they are married or have children. Several states have fair employment 
practice laws that are more restrictive than federal legislation. In general, if a question 
is job-related, is asked of everyone, and does not discriminate against a certain class 
of applicants, it is likely to be acceptable to government authorities. 

Employers often provide their interviewers with instructions on how to avoid po- 
tentially discriminatory questions in their interviews. The examples of appropriate 
and inappropriate questions shown in Highlights in HRM 3 can serve as guidelines 
for application forms as well as preemployment interviews. Complete guidelines can 
be developed from current information available from district and regional EEOC 
offices and from state fair employment practices offices. 


Post-Interview Screening 


When the interviewer is satisfied that the applicant is potentially qualified, informa- 
tion about previous employment as well as other information provided by the appli- 
cant is investigated, 


Reference Checks 


Organizations check the references of employees in a number of ways. Generally, tele- 
phone checks are preferable because they save time and provide for greater candor. 
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HIGHLIGHTS IN HRM 


Appropriate and Inappropriate Interview 
Questions 


APPROPRIATE QUESTIONS 


INAPPROPRIATE QUESTIONS 


National origin 


Age 


Gender 


Race 


Disabilities 


Height and weight 


Residence 


Religion 


Military record 


Education and 


experience 


Criminal record 


Citizenship 


Marital/family status 


What is your name? 

Have you ever worked under a different name? 
Do you speak any foreign languages that may be 
pertinent to this job? 


Are you over 18? 
If hired, can you prove your age? 


(Say nothing unless it involves a bona fide 
occupational qualification.) 


(Say nothing.) 


Do you have any disabilities that may inhibit your 
job performance? 

Are you willing to take a physical exam if the job 
requires it? 


(Not appropriate unless it is a bona fide 
occupational qualification.) 


What is your address? 
How long have you lived there? 


(You may inform a person of the required work 
schedule.) 


Did you have any military education/experience 
pertinent to this job? 


Where did you go to school? 

What is your prior work experience? 
Why did you leave? 

What is your salary history? 


Have you ever been convicted of a crime? 
(May not be appropriate unless not being 
convicted is a bona fide occupational 
qualification.) 


Do you have a legal right to work in the United 
States? 


What is the name, address, and telephone 
number of a person we may contact in case 
of an emergency? 


What is the origin of your name? 
What is your ancestry? 


How old are you? 
What is your date of birth? 


Are you a man or a woman? 


What is your race? 


Do you have any physical defects? 
When was your last physical? 
What color are your eyes, hair, etc.? 


How tall are you? 
How much do you weigh? 


What are the names/relationships of those 
with whom you live? 


Do you have any religious affiliation? 


What type of discharge did you receive? 


Is that a church-affiliated school? 
When did you graduate? 


Have you ever been arrested? 


Are you a U.S. citizen? 


Are you married, divorced, single? 

Do you prefer Miss, Mrs., or Ms.? 

Do you have any children? How old are 
they? 


But references via faxes, mail, and e-mail are also used. Prescient InfoTech, a com- 
puter systems managing company in Fairfax, Virginia, first calls references to estab- 
lish contact and then faxes or e-mails them a two-page questionnaire, asking them to 
numerically rank the applicant's various job-related attributes. There is room at the 
end of the questionnaire for comments and recommendations. 
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The most reliable information usually comes from supervisors, who are in the best 
position to report on an applicant's work habits and performance. Written verifica- 
tion of information relating to job titles, duties, and pay levels from a former em- 
ployer’s HR office is also very helpful. Highlights in HRM 4 includes a list of helpful 
questions to ask about applicants when checking their references.'® 

Based on the Privacy Act of 1974, individuals have a legal right to examine letters of 
reference about them (unless they waive the right to do so). Although the Privacy Act 
applies only to the records maintained by federal government agencies, other forms of 
privacy legislation in most states have influenced employers to “clean up” their personnel 
files and open them up to review and challenge by the employees concerned.'? 

It is important to ask the applicant to fill out forms permitting information to be 
solicited from former employers and other reference sources. Even with these safe- 
guards, many organizations are reluctant to put into writing an evaluation of a former 
employee for fear of being sued by the person. Many employers will only verify for- 
mer employees’ employment dates and positions. Nonetheless, even firms that have 
failed to give an employee a recommendation have found themselves sued. Other 
firms have found themselves sued for negligent hiring—knowing a former employee 
posed a danger to others but failing to disclose the fact. Recognizing this predica- 
ment, a number of states have enacted statutes offering protection from liability for 
employers who give references in good faith.”° 


HIGHLIGHTS IN HRM 


Sample Reference-Checking Questions 


e What is your relationship to the applicant? Are you the person’s supervisor, peer, or subordinate? 
e What were the start and end dates of the applicant’s employment? 

e What were the applicant's title and responsibilities? 

e In what areas did the applicant excel? 

e In what areas did the applicant need improvement? 

e What was the applicant's biggest accomplishment at your organization? 

e How well does the applicant communicate with and get along with others? 

e How does the applicant deal with conflicts and stress? 

e To what extent is the applicant driven to succeed? 

e Did the applicant miss a lot of work? 

e Was the applicant punctual? 

e For what reason did the applicant leave your organization? 

e Would you rehire the applicant? 

e Are there any serious problems with the applicant we should know about? 

e Is there any additional information about the applicant you would like to share with me? 


Sources: Alison Doyle, “Reference Check Questions,” About.com, accessed March 24, 2011, http://www.about.com; Carolyn Hirschman, “The 
Whole Truth,” HRMagazine 45, no. 6 (June 2000): 86-72. 
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Background Checks 


Following 9/11 and a rash of corporate scandals at companies such as the now de- 
funct energy firm Enron, background investigations have become standard procedure 
for many companies to prevent a variety of problems ranging from embezzlement 
and theft of merchandise to workplace violence. Moreover, state courts have ruled 
negligent hiring that companies can be held liable for negligent hiring if they fail to do adequate 
The failure of an organization background checks. Federal law requires comprehensive background checks for all 
balsa Hee hte child care providers, for example. It also prohibits convicted felons from engaging in 
ihe R aham financial and security-oriented transactions. 
to others Among the checks are Social Security verification, past employment, education, 
and certification and license verification. A number of other checks can be conducted 
if they pertain to the job for which one is being hired. They include a driving-record 
check (for jobs involving driving), a credit check (for money-handling jobs), and a 
military records check. Checks for criminal convictions have become a standard part 
of background checks. According to the Society of Human Resources Management, 
73 percent of major firms check candidates’ backgrounds for criminal records. How- 
ever, as we have indicated, the EEOC has found that they can have a disparate impact 
on black and Hispanic workers, who, relative to other groups of people have higher 
conviction and incarceration rates. If criminal histories are taken into account em- 
ployers must also consider the nature the job, the seriousness of the offense, and how 
long ago it occurred, the EEOC has stated. For example, it may make sense to dis- 
qualify an applicant convicted of embezzlement for a bookkeeper’s position, but not 
if he or she was convicted of drunk driving,” 


Credit Checks 


Credit checks have been widely used by employers to screen applicants. They are 
conducted more often and are cheaper in the United States today than in other coun- 
tries because the United States has a national credit reporting system. But the Fair 
and Accurate Credit Transactions Act of 2003 (which was designed, among other 
things, to make identity theft more difficult), along with the Consumer Reporting 
Employment Clarification Act of 1998, and the Consumer Credit Reporting Re- 
form Act of 1996 now restrict the sharing of some credit information. To rely on a 
report such as this in making employment decisions, organizations must follow five 
important steps. 

First, the organization must check state laws to see if credit reports can legally be 
used. Too often credit checks are used when they are not really needed. Credit checks 
can also adversely affect qualified applicants who have been unemployed for long peri- 
ods of time or faced bankruptcies or home foreclosures—problems that became more 
common among workers during the last recession. Recognizing this problem and the 
fact that credit checks can lead to identify theft, some states have begun limiting their 
use. For example, the state of Washington prohibits their use for employment pur- 
poses altogether. The EEOC also recently warned employers that they can have an 
adverse impact on some protected groups. 

Organizations must advise and receive written consent from applicants if such a 
report will be requested. If the organization decides not to hire the applicant based 
on the report, it must provide an adverse action notice to that person. Although the 
notice can be provided verbally, in writing, or electronically, it must contain the name, 
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address, and phone number of the agency that provided the report. The employer 
must also provide a statement that the reporting agency did not make the hiring de- 
cision, that the applicant has a right to obtain an additional free copy of the report, 
and that the applicant has a right to dispute the accuracy of information with the 
reporting agency. 

Like the application process, many checks that were once done manually are now 
being done online using existing computer databases. However, this frequently re- 
quires checking many different databases on a county-by-county basis. Information 
on international applicants is even harder to obtain. Additionally, delving into areas 
of an applicant's background irrelevant to the job requirements he or she is applying 
for can leave the firms exposed to violation-of-privacy claims. 

To comply with different state laws regarding privacy and treat all applicants 
fairly and consistently, many firms use the Department of Homeland Security's free 
e-Verify system to conduct their background checks. e-Verify is being more widely 
used because employers are under increasing pressure by the federal and state gov- 
ernments to verify that the people they hire are legally able to work in the United 
States. Other companies outsource some or all of the checks to third-party screen- 
ers, which should be certified by the National Association of Professional Back- 
ground Screeners, 

Some job boards now have online screening tools allowing an applicant to conduct 
his or her own self-background check and post it online prior to any sort of interview. 
The idea is to demonstrate up front to prospective employers that the applicant has 
a clean criminal record, a good job history, and would make a good employee.” And 
as we have explained, an increasing number of companies are simply using Internet 
searches to uncover background information on a potential candidate. 


Preemployment Tests 


A preemployment test is an objective and standardized measure of a sample of be- 
havior that is used to gauge a person's knowledge, skills, abilities, and other charac- 
teristics (KSAQs) relative to other individuals.” As the United States mobilized for 
World War I in the summer of 1917, some of the most talented psychologists in the 
country worked together to develop what later became known as the Army Alpha 
and Beta Tests of intelligence. (The Alpha exam was written for the general popula- 
tion, and the Beta was designed for internationals and those with poor reading skills.) 
The tests were used to help identify potential officer candidates as well as select and 
place other potential recruits. Since that time, preemployment tests have played an 
important part in the HR programs of both public and private organizations.” Not 
all companies conduct preemployment tests, but many more are doing so. An Ameri- 
can Management Association study found that 44 percent of the group’s members 
use tests to select employees. 

One of the drawbacks of preemployment testing is that it creates the potential for 
legal challenges. A small but growing number of companies are being taken to court 
by candidates claiming that the tests they took were discriminatory. There is also 
some evidence that the more tests that are required, the higher the likelihood of a 
lawsuit, and the more important it is for companies to demonstrate their reliability 
and validity in their procedures. The relative frequency of discrimination suits also 


LEARNING OUTCOME 4 


Personality tests, like 
other tests used in em- 
ployee selection, have 
been under attack for 
several decades. Why 
do you think some ap- 
plicants find personal- 
ity tests objectionable? 
On what basis could 
their use for selection 
purposes be justified? 


preemployment 
test 


An objective and standard- 
ized measure of a sample 

of behavior that is used to 
gauge a person’s knowledge, 
skills, abilities, and other 
characteristics (KSAOs) rela- 
tive to other individuals 
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Small Business Application ulil 


p 


Adding Structure to the Employee Selection Process 
in Small Businesses 


How do small businesses go about selecting employees to work at their firms? Not very systematically, some human 
resources professionals and researchers say. “Unfortunately, I have found that small businesses typically do a very poor 
job at selecting their employees ... all too often, employees are relatives or friends that lack the basic skills to aug- 
ment the organization’s ability to be profitable/successful,” says one executive and blogger who coaches other busi- 
nesspeople in an effort to help them achieve superior results. 

Sometimes a small firm will make poor selections because they are anxious to get someone hired when the firm 
is short staffed. But if the wrong person is hired, that only compounds the problem. Another pitfall is being too con- 
fident about the right “type” of person for the job, which can cause hiring managers to make snap judgments about 
candidates based on casual conversations before mapping out the candidates’ qualifications for the job. 

Properly vetting candidates not only can lead to better employees, it can help a company defend itself should it 
be accused of discriminatory practices. A business owner who can show he or she hired employees based on a system- 
atic process is less likely to find himself or herself with legal woes in this area. In addition, at least one research study 
has found that the use of formal recruitment and selection techniques gives employees a positive perception of their 
firms and their bosses, and results in greater loyalty to their organizations. 

Hiring experts offer the following advice to small business managers: Adding structure to the selection process 
doesn’t have to be difficult. You can map out the qualifications for the job on a form similar to the one shown in 
Figure 6.3. Then develop a series of open-ended and situational questions designed to elicit information about the can- 
didate’s job knowledge, conscientiousness, interest in the work, and how well his or her personality squares with the 
job. Once you have the questions drafted, ask the same questions of all candidates. Providing the job has not changed, 
the same form and questions can then be reused when subsequent job openings arise so you do not have to reinvent 
the wheel over and over again. Lastly, embezzlement and theft can be particularly devastating to small businesses, so 
do run background checks on employees and check their references, even if you know the candidates. You might be 
surprised by what you find. 


Sources: “Selecting the Best,” elitefts, November 9, 2010, http://www.elitefts.com/; Barbara Reda and Linda Dyer, “Finding Employees and 
Keeping Them: Predicting Loyalty in the Small Business,” Journal of Small Business & Entrepreneurship 23, no. 3 (2010): 445. 


appears to vary by industry and job type. Police, firefighting, and teaching areas— 
which generally require applicants to pass more tests—appear to be more prone to 
discrimination litigation. 

Nonetheless, tests have played a more important part in government HR programs 
in which hiring on the basis of merit is required by law. Government agencies experi- 
enced the same types of problems with their testing programs as did organizations in 
the private sector. However, their staffs were forced to improve their testing programs 
rather than to abandon them. 

Many organizations use professional test consultants such as Wonderlic Inc. in 
Libertyville, Illinois, to improve their testing programs and to meet EEO require- 
ments. It is a test developer's responsibility to ensure it meets accepted standards of 
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validity and reliability.” The data about a test's reliability are ordinarily presented in 
the manual for the test. However, a firm should not just take a developer's word that 
its tests are reliable and valid. One source of information about commercially avail- 
able tests—the Mental Measurements Yearbook (MMY )—is available in most librar- 
ies. Published periodically, the MMY contains descriptive information plus critical 
reviews by experts in the various types of tests. The reviews are useful in evaluating a 
particular test for tryout in employment situations. The firm should also check to be 
sure the test was professionally validated in compliance with the Uniform Guidelines 
on Employee Selection Procedures, that it has been vetted for disparate impact, and 
has not been contested in court or by the EEOC, 

Keep in mind that even if a test is reliable and valid for positions in other orga- 
nizations, it might not be reliable and valid for the positions in your organization 
because they may be somewhat different. Managers therefore need to do a thorough 
job analysis to determine the skills that candidates actually need to be tested for and 
eliminate any unnecessary or duplicate tests. For example, FedEx used to administer 
a basic skills test for the purposes of promoting employees but it dropped the test 
following a lawsuit that alleged it was discriminatory. Other considerations are the 
cost, time, and ease of administering and scoring the tests. For some jobs, the costs of 
testing may outweigh the benefits. 


Types of Tests 


We will talk more about what the EEOC demands as far as the validity of preem- 
ployment tests goes later in this section. First let's look at the different types of pre- 
employment tests. 


Job Knowledge Tests 

Government agencies and licensing boards usually develop job knowledge tests, a 
type of achievement test designed to measure a person’s level of understanding about 
a particular job. The Uniform CPA Examination used to license certified public ac- 
countants is one such test. Most civil service examinations, for example, are used to 
determine whether an applicant possesses the information and understanding that 
will permit placement on the job without further training.*® Job knowledge tests are 
also used by the U.S. Army, Navy, Air Force, and Marines. Anyone who wants to be- 
come a pilot in the armed services and fly multimillion-dollar jets, for example, must 
undergo extensive job knowledge testing. 


Work Sample Tests 

Work sample tests, or job sample tests, require the applicant to perform tasks that 
are actually a part of the work required on the job. Like job knowledge tests, work 
sample tests are constructed from a carefully developed outline that experts agree 
includes the major job functions; the tests are thus considered content valid. Or- 
ganizations that are interested in moving toward competency-based selection—that 
is, hiring based on observation of behaviors previously shown to distinguish suc- 
cessful employees—increasingly use work samples to see potential employees “in 
action”? 

Work samples have been devised for many diverse jobs: a map reading test for traf- 
fic control officers, a lathe test for machine operators, a complex coordination test 
for pilots, an in-basket test for managers, a group discussion test for supervisors, and 
a judgment and decision-making test for administrators, to name a few. The city of 
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Miami Beach has used work 
sample tests for jobs as diverse 
as plumbers, planners, and as- 
sistant chief accountants. The 
U.S. Air Force has used work 
samples for enlisted personnel in 
eight different specialty areas. In 
an increasing number of cases, 
work sample tests are aided by 
computer simulations, particu- 
larly when testing a candidate 
might prove dangerous. The re- 
ports are that this type of test is 
cost-effective, reliable, valid, fair, 
and acceptable to applicants.*” 


With jobs like this 
one that require 
specific skills, it 
is quite common 
for employers to 
ask candidates to 
demonstrate their 
abilities through 
work sample tests. 


Assessment Center 
Tests 

An assessment center is a pro- 
cess (nota place) used to evaluate 
candidates as they participate in 
a series of situations that resem- 
ble what they might be called on 
to handle on the job, Candidates 
engage in the following types of 


activities at assessment centers. 


assessment center a In-basket exercises. This method is used to simulate a problem situation. The par- 
A process by which indi- ticipants are given several documents, each describing some problem or situation 
viduals are evaluated as they aei : i os 

participate in a series of situ- requiring an immediate response. They are thus forced to make decisions under 
ations that resemble what the pressure of time and also to determine what priority to give each problem. 

they might need to handle 

on the job. = Leaderless group discussions. With this activity, trainees are gathered in a conference 


setting to discuss an assigned topic, either with or without designated group roles. 
The participants are given little or no instruction in how to approach the topic, nor 
are they told what decision to reach. Leaderless group trainees are evaluated on 
their initiative, leadership skills, and ability to work effectively in a group setting, 


= Role-playing. The exercise might involve preparing for and engaging in a customer 
meeting or a team leader meeting with one’s subordinates. A trained assessor then 
assesses the participant using a structured rating scale. 


= Behavioral interviews. The interviewer asks the participant a series of questions 
about what he or she would do in particular work circumstances. Sometimes 
behavioral interviews are combined with videos showing work simulations, and 
participants are asked at intervals to make choices about what they would do in 
the situations shown. 


At the end of the assessment center period, the assessors’ observations are com- 
bined to develop an overall picture of the strengths and needs of the participants. 
A report is normally submitted to the organization that commissioned the tests, and 
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feedback is given to the participants. Because of the costs involved, assessment centers 
are usually used to select managers. 


Cognitive Ability Tests 

Cognitive ability tests measure mental capabilities such as general intelligence, verbal 
fluency, numerical ability, and reasoning ability. A host of paper-and-pencil tests mea- 
sure cognitive abilities, including the General Aptitude Test Battery (GATB), Scho- 
lastic Aptitude Test (SAT), Graduate Management Aptitude Test (GMAT), and 
Bennett Mechanical Comprehension Test. Figure 6.6 shows some items that could be 
used to measure different cognitive abilities, 

Although cognitive ability tests can be developed to measure very specialized areas 
such as reading comprehension and spatial relations, many experts believe that the 
validity of cognitive ability tests simply reflects their connection to general intelli- 
gence. However, measures of general intelligence (such as IQ) have been shown to be 
good predictors of performance across a wide variety of jobs.*! 


FIGURE 
6 6 Examples of Questions on a Cognitive Ability Test 


. What is the meaning of the word “surreptitious”? 


a. covert c. lively 
b. winding d. sweet 


. How is the noun clause used in the following sentence? “I hope that | can learn this game.” 


a. Subject c. direct object 
b. predicate nominative d. object of the preposition 


Quantitative . Divide 50 by 0.5 and add 5. What is the result? 


a. 25 c. 95 
b. 30 d. 105 


. What is the value of 1442? 


a. 12 . 95 
b. 72 . 20736 


Reasoning . _____is to boat as snow is to 


a. Sail, ski c. Water, ski 
b. Water, winter d. Engine, water 


. Two women played 5 games of chess. Each woman won the same number of games, 
yet there were no ties. How can this be? 


a. There was a forfeit. c. They played different people. 
b. One player cheated. d. One game is still in progress. 


Mechanical . If gear A and gear C are both turning counterclockwise, what is happening to gear B? 


a. It is turning counterclockwise. c. It remains stationary. 
b. It is turning clockwise. d. The whole system will jam. 


q'2'0°9'0°S ‘Ppp ‘pe ‘0°Z eB "| islomsuy 
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Biodata Tests 

Biodata tests collect biographical information about candidates that has shown to 
correlate with on-the-job success. Candidates are questioned about events and be- 
haviors that reflect attitudes, experiences, interests, skills, and abilities. Typically the 
questions relate to events that have occurred in a person's life and ask what the person 
typically did in those situations. The idea is that past behavior is the best predictor 
of future behavior. For example, a question on a biodata test might ask, “How many 
books have you read in the last 6 months?” or “How often have you put aside tasks to 
complete another, more difficult assignment?” Test takers choose one of several pre- 
determined alternatives to best match their past behavior and experiences. 

A response to a single biodata question is of little value. Rather, it is the pattern 
of responses across several different situations that give biographical data the power 
to predict future behavior on the job. Although biodata tests have been found to be 
good predictors of on-the job success, they are sophisticated and must be profession- 
ally developed and validated. Another drawback is that the questions might not ap- 
pear to be clearly related to the job being tested for, so applicants might question the 
test's validity and believe the test invades their privacy. 


Personality and Interest Inventories 

Whereas cognitive ability tests measure a person's mental capacity, personality tests 
measure disposition and temperament. During the 1990s, for example, testing by the 
U.S. Army found that cognitive ability tests were the best predictors of how well sol- 
diers were able to acquire job knowledge and, ultimately, of their technical proficien- 
cies. But personality tests were the better predictors of their motivation, such as their 
leadership efforts and propensity to adhere to rules. Years of research show that five 
dimensions can summarize personality traits. The “Big Five” factors are the following: 


1, Extroversion—the degree to which someone is talkative, sociable, active, aggressive, 
and excitable 


2. Agreeableness—the degree to which someone is trusting, amiable, generous, toler- 
ant, honest, cooperative, and flexible 


3. Conscientiousness—the degree to which someone is dependable and organized and 
perseveres in tasks 


4. Neuroticism—the degree to which someone is secure, calm, independent, and 
autonomous 


5. Openness to experience—the degree to which someone is intellectual, philosophi- 
cal, insightful, creative, artistic, and curious? 


Well-known personality tests include the California Psychological Inventory (CPI), 
the Myers-Briggs Type Indicator (MBTI), and the 180-question Caliper test, whose 
users range from FedEx to the Chicago Cubs. 

Although there is some evidence to show that when used in combination 
with cognitive ability tests measures of personality traits (such as consci- 
entiousness) can help predict how well a person will perform on the job, 
historically the connection between the two has been quite low.** Personal- 
ity tests can also be problematic if they inadvertently discriminate against 
individuals who would otherwise perform effectively,” which is why several 
states severely restrict their usage. In addition, personality tests that reveal 
anything about a person's mental impairment or a psychological condition, 
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even inadvertently, violate the Americans with Disabilities Act. Rather than being 
used to make hiring decisions, personality and interest inventories may be most use- 
ful for helping people with their occupational selection and career planning, 


Honesty and Integrity Tests 

In response to the Employee Polygraph Protection Act, many employers have dra- 
matically increased their use of pencil-and-paper honesty and integrity tests. These 
tests have commonly been used in settings such as retail stores where employees have 
access to cash or merchandise. For example, Payless ShoeSource, based in Topeka, 
Kansas, has used a paper-and-pencil honesty test to reduce employee theft. When 
the company began its program, losses totaled nearly $21 million per year among its 
4,700 stores. Within only one year of implementing its screening program, inventory 
shrinkage fell by 20 percent to less than 1 percent of sales.*° Questions that might ap- 
pear on an integrity test include the following: 


a How likely would you be to report a coworker you discovered was stealing office 
supplies? 


a Should an employee who lied on his application be fired if the falsification is 
uncovered? 


Although some studies have shown that honesty tests are valid for predicting job 
performance as well as a wide range of disruptive behaviors such as theft, disciplin- 
ary problems, and absenteeism, other studies have questioned their validity.*” It is 
possible that the tests “work” not because they predict behavior but because they de- 
ter less-than-honest applicants from joining a company. Lastly, applicants sometimes 
view the tests as an invasion of their privacy. Given these issues, HRM specialists 
should consider the use of honesty tests very cautiously and most certainly in con- 
junction with other sources of information. 


Polygraph Tests 

The polygraph, or lie detector, is a device that measures the changes in breathing, blood 
pressure, and pulse of a person who is being questioned. It consists of a rubber tube 
around the chest, a cuff around the arm, and sensors attached to the fingers that record 
the physiological changes in the examinee as the examiner asks questions that call for 
an answer of yes or no. Questions typically cover such items as whether a person uses 
drugs, has stolen from an employer, or has committed a serious undetected crime. 

The growing swell of objections to the use of polygraphs in employment situations 
culminated in the passage of the federal Employee Polygraph Protection Act of 1988. 
The Act generally prohibits using lie detectors for prehire screening and random test- 
ing of a firm's current employees and applies to all private employers except pharma- 
ceutical companies and companies that supply security guards for health and safety 
operations as well as government agencies.*? It defines the term lie detector to include 
the polygraph, deceptograph, voice stress analyzer, psychological stress evaluator, and 
any similar mechanical or electrical device used to render a diagnostic opinion about 
the honesty or dishonesty of an individual. 

Other provisions of the act set qualification standards for polygraph examiners, 
conditions for examinations, and disclosure of information when the use of the poly- 
graph is authorized. Because of the law, employers have had to resort to such alter- 
natives as written tests of honesty and background checks of applicants. Among the 
organizations most affected are Wall Street firms, banks, and retail companies, which 
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used to rely heavily on polygraphs. Polygraphs are used by only a small percentage of 
firms in the general population, although their use is prevalent among law enforce- 
ment agencies, 


Physical Ability Tests 

In addition to learning about a job candidate’s mental capabilities, employers fre- 
quently need to assess a person's physical abilities. Particularly for demanding and 
potentially dangerous jobs such as those held by firefighters and police officers, physi- 
cal abilities such as strength and endurance tend to be good predictors not only of 
performance, but also of accidents and injuries,“ 

Physical ability tests must be used cautiously as well. In the past, requirements for 
physical characteristics such as strength, agility, height, and weight were often deter- 
mined by an employer's unvalidated notion of what should be required. This often 
put women and disabled job applicants at a disadvantage, a situation that can lead to 
lawsuits. After a Dial Corp. plant in Fort Madison, Iowa, began using a strength test 
in 2000, the company found itself subject to such a suit. Prior to the test's use, nearly 
50 percent of the people hired at the plant were women. Once the test was imple- 
mented, the percentage dropped dramatically. An appeals court subsequently ruled 
the test had a disparate impact on women because, although injuries at the plant fell, 
they actually began doing so after the company instituted new safety rules, which 
happened years before the strength test was implemented.” 

Because of situations such as these, requirements that tend to discriminate against 
women have consequently been questioned and modified so as to represent typical 
job demands, In addition, the evidence suggests that although the average man is 
stronger, faster, and more powerful than the average woman, women tend to have 
better balance, manual dexterity, flexibility, and coordination than men. For these rea- 
sons, it is clear that (as with other methods for screening potential employees) the 
use of physical ability tests should be carefully validated on the basis of the essential 
functions of the job. 


Medical Examinations 

The medical examination is one of the later steps in the selection process because the 
law prohibits it being administered to an applicant before he or she has been made 
a conditional employment offer. A medical examination is generally given to ensure 
that the health of an applicant is adequate to meet the job requirements. It also pro- 
vides a baseline against which subsequent medical examinations can be compared 
and interpreted. The latter objective is particularly important in determinations of 
work-caused disabilities under workers’ compensation laws.” 

The Americans with Disabilities Act severely limits the types of medical inquiries 
and examinations that employers may use. Walmart, for example, paid $6 million to 
settle one lawsuit involving an ADA claim. According to the EEOC, Walmart's hiring 
questionnaire violated an ADA provision restricting the kinds of medical informa- 
tion companies can request from prospective employees. The law explicitly states that 
all exams must be directly related to the requirements of the job. In addition, the ex- 
aminations must be required of all candidates offered the job. Furthermore, the ADA 
prohibits companies from screening out a prospective employee because he or she has 
an elevated risk of on-the-job injury or a medical condition that could be aggravated 
because of job demands, 
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Because medical 
examinations are 
costly, they are usually 
reserved for final 
candidates. 


Drug Tests 

Like medical examinations, drug tests can only be given to candidates after they have 
been extended job offers. Since passage of the Drug-Free Workplace Act of 1988, 
applicants and employees of federal contractors, Department of Defense contractors, 
and those under Department of Transportation regulations are subject to testing for 
illegal drug use. Approximately 40 percent of private firms test their employees. (See 
Chapter 13 for an extended discussion of this topic, including a sample policy state- 
ment for a drug-free workplace.) Urine, hair, saliva, and sweat testing are most com- 
mon, Hair testing, for example, can show drug use going back months, Saliva, or oral 
fluid, testing works well at accident scenes involving drug use by current employees 
when urine testing is inconvenient. Sweat testing is efficient for workers returning to 
duty after testing positive because it captures drug use within a specific window of 
weeks or days. 

Some recent studies have failed to show that drug testing makes the workplace 
safer or leads to improvements in the performance of workers, however. Moreover, 
relatively few applicants test positive for drugs (less than 5 percent). Alcohol use, in 
fact, appears to create more problems than illegal drugs in the workplace. Different 
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criterion-related 
validity 

The extent to which a 
selection tool predicts, or 
significantly correlates with, 


important elements of work 
behavior 


concurrent validity 


extent to which the test 
scores of current em- 
ployees correlate with job 
performance 


predictive validity 


The extent to which ap- 
plicants’ test scores match 
criterion data obtained from 
those applicants/employees 
after they have been on the 
job for some indefinite period 


cross-validation 


Verifying the results obtained 
from a validation study by 
administering a test or test 
battery to a different sample 
(drawn from the same 
population) 
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countries also have different standards. Canada, for example, severely limits preem- 
ployment drug and alcohol tests (as well as random drug and alcohol tests of one’s 
current employees). For reasons such as these, some companies no longer conduct 
drug tests. Sun Microsystems is one of them. Dell Computer, on the other hand, rou- 
tinely tests its employees. In addition, federal courts have ruled that public, but not 
private, companies must have a special need for conducting drug tests. The weight of 
the evidence suggests that testing is most appropriate for staff members in high-risk 
and safety-critical positions. 


Determining the Validity of Tests 


The Uniform Guidelines (see Chapter 3) recognizes and accepts different approaches 
to validating tests: criterion-related validity, content validity, and construct validity. 


Criterion-Related Validity 

The extent to which a test significantly correlates with important elements of work 
behavior is known as criterion-related validity. How well a person performs on a 
test, for example, is compared with his or her actual production records, supervisor's 
ratings, training outcomes, and other measures of on-the-job success. In a sales job, 
for example, it is common to use sales figures as a basis for comparison. In produc- 
tion jobs, the quantity and quality of output are likely to be the best indicators of 
job success. 

There are two types of criterion-related validity: concurrent and predictive. 
Concurrent validity involves obtaining criterion data from current employees at about 
the same time that test scores (or other predictor information) are obtained. For ex- 
ample, a supervisor will be asked to rate a group of clerical employees on the quantity 
and quality of their performance. These employees are then given a clerical aptitude 
test, and the test scores are compared with the supervisor's ratings to determine the 
degree of relationship between them. Predictive validity, on the other hand, involves 
testing applicants and obtaining criterion data after those applicants have been hired 
and have been on the job for a certain period of time. For example, applicants are 
given clerical aptitude tests, which are then filed away for later study. After the indi- 
viduals have been on the job for several months, supervisors, who should not know 
the employees’ test scores, are asked to rate them on the quality and quantity of their 
performance. The test scores are then compared with the supervisors’ ratings. 

Regardless of the method used, cross-validation is essential. Cross-validation is 
a process in which a test or battery of tests is administered to a different sample of 
people (drawn from the same population) for the purpose of verifying the results 
obtained from the original validation study. One way to measure a test's validity is to 
administer it to an organization's current employees and create a benchmark score to 
which applicants’ scores can be compared. This is what FedEx has agreed to do before 
administering any new tests. 

Correlation methods are generally used to determine the relationship between pre- 
dictor information such as test scores and criterion data. The correlation scatterplots 
in Figure 6.7 illustrate the difference between a selection test with zero validity (A) 
and one with high validity (B). Each dot represents a person. Note that in scatterplot 
A, there is no relationship between test scores and success on the job; in other words, 
the validity is zero. In scatterplot B, those who score low on the test tend to have low 
success on the job, whereas those who score high on the test tend to have high suc- 
cess on the job, indicating high validity. In actual practice we would apply a statistical 
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FIGURE l 
G 7 Correlation Scatterplots 


Q Q 
[e] [e] 
a) i) 
o o 
= = 
~ ~ 
c c 
o o 
no on 
” no 
Q Q 
ro) ro) 
(5) (5) 
= =} 
(7) (7) 


High 
Coefficient of correlation .00 Coefficient of correlation .75 


© Cengage Learning 2013 


formula to the data to obtain a coefficient of correlation referred to as a validity coef- 
ficient. Correlation coefficients range from 0.00, denoting a complete absence of re- 
lationship, to +1.00 and to —1.00, indicating a perfect positive and perfect negative 
relationship, respectively. Combining two or more procedures such as an interview 
or a test can improve the validity of a firm's selection process. The higher the overall 
validity is, the greater the chances are of hiring individuals who will be the better 
performers. 


Content Validity 
When it is not feasible to use the criterion-related approach, often because of limited 
samples of individuals, the content method is used. Content validity is assumed to content validity 
exist when a test adequately samples the knowledge and skills a person needs to do The extent to which a selec- 
a particular job. The closer the content of the selection instrument is to actual work ton instrument, such as a 
: i ney oe ; test, adequately samples the 

samples or behaviors, the greater its content validity. For example, a civil service ex- knowledge and skills needed 
amination for accountants has high content validity when it requires applicants to to perform a particular job 
solve accounting problems representative of those found on the job. Asking an ac- 
countant to lift a sixty-pound box, however, is a selection procedure that has content 
validity only if the job description indicates that accountants must be able to meet 
this requirement. 

Content validity is the most direct and least complicated type of validity to assess. 
It is generally used to evaluate job knowledge and skill tests, to be described later. Un- 
like the criterion-related method, content validity is not expressed as a correlation. 
Instead, an index is computed (from evaluations of an expert panel) that indicates 
the relationship between the content of the test items and a person's performance 
on the job.? While content validity does have its limitations, it has made a positive 
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contribution to job analysis procedures and to the role of expert judgment in sam- 
pling and scoring procedures. 


Construct Validity 


The extent to which a test measures a theoretical construct, or trait, is known as 


construct validity construct validity. Typical constructs are intelligence, mechanical comprehension, 
The extent to which a selec- and anxiety. They are in effect broad, general categories of human functions that are 
tion tool measures a theo- based on the measurement of many discrete behaviors. For example, the Bennett Me- 


retical construct or trait 3 . i x ` 
chanical Comprehension Test consists of a wide variety of tasks that measure the 


construct of mechanical comprehension. 

Measuring construct validity requires showing that the psychological trait is related 
to satisfactory job performance and that the test accurately measures the psychologi- 
cal trait. There is a lack of literature covering this concept as it relates to employment 
practices, probably because it is difficult and expensive to validate a construct and to 
show how it is job-related.*© 

As you can tell from this discussion, developing valid selection procedures, espe- 
cially selection tests, can be complicated and require expertise. Because valid custom 
tests are more defensible in court if applicants challenge them, many large organiza- 
tions that subject applicants to multiple tests hire outside vendors with industrial- 
organizational psychologists on staff to help them develop selection procedures. 
Highlights in HRM 5 contains some “best practice” preemployment testing sugges- 
tions offered by the EEOC. 


Best Practices for Employee Testing 
and Selection 


HIGHLIGHTS IN HRM ‘ia 


e Employers should administer tests and other selection procedures without regard to race, color, national origin, sex, 
religion, age (forty or older), or disability. 

e Employers should ensure that employment tests and other selection procedures are properly validated for the posi- 
tions and purposes for which they are used. The test or selection procedure must be job-related and its results ap- 
propriate for the employer's purpose. While a test vendor's documentation supporting the validity of a test may be 
helpful, the employer is still responsible for ensuring that its tests are valid under UGESP. 

e Ifa selection procedure screens out a protected group, the employer should determine whether there is an equally 
effective alternative selection procedure that has less adverse impact and, if so, adopt the alternative procedure. 
For example, if the selection procedure is a test, the employer should determine whether another test would predict 
job performance but not disproportionately exclude the protected group. 

e To ensure that a test or selection procedure remains predictive of success in a job, employers should keep abreast of 
changes in job requirements and should update the test specifications or selection procedures accordingly. 

e Employers should ensure that tests and selection procedures are not adopted casually by managers who know little 
about these processes. A test or selection procedure can be an effective management tool, but no test or selection 
procedure should be implemented without an understanding of its effectiveness and limitations for the organiza- 
tion, its appropriateness for a specific job, and whether it can be appropriately administered and scored. 
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Reaching a Selection Decision 


How have your skills, 
knowledge, aptitudes, 
and motivation affected 
the types of jobs you 
have applied for in the 
past or how well you 
did a particular job? 


The most critical step is the decision to accept or reject applicants. Thus it requires 
systematic consideration of all the relevant information about applicants. It is common 
to use summary forms and checklists such as the one shown in Figure 6.8 to ensure 
that all of the pertinent information has been included in the evaluation of applicants. 


FIGURE 
6 8 Candidate Evaluation Form 


Position: 
Candidate Name: 
Interviewer Name: 
Interview Date: 


Complete the comments section as you interview the candidate. After the interview, circle your ratings for each 
section, and then add them together for a final score. The ratings scale is as follows: 


RATINGS SCALE 

1. Negligible or doesn’t meet requirements 
2. More needed 

3. Adequate 

4 .Exceeds requirements 


Education 
Comments: 
Rating: 


Experience 
Comments: 
Rating: 


Job Knowledge 
Comments: 
Rating: 


Job Skills 
Comments: 
Rating: 


Interest in Position 
Comments: 
Rating: 


Problem Solving Ability 
Comments: 
Rating: 


Communication Skills 
Comments: 
Rating: 


Leadership Skills 
Comments: 
Rating: 


TOTAL POINTS 


Rater’s Recommendation: 


© Cengage Learning 2013 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


276 PART 3 Developing Effectiveness in Human Resources 


Summarizing Information about Applicants 


Fundamentally, an employer is interested in what an applicant can do and will do. 
Evaluating candidates on the basis of information you have assembled should focus 
on these two factors, as Figure 6.9 shows. The “can-do” factors include a candidate's 
knowledge and skills, as well as the aptitude (the potential) for acquiring new knowl- 
edge and skills. The “will-do” factors include the candidate's motivation, interests, and 
other personality characteristics. Both factors are essential to successful performance 
on the job. The employee who has the ability (can do) but is not motivated to use it 
(will not do) is little better than the employee who lacks the necessary ability. 

It is much easier to measure what individuals can do than what they will do. The 
can-do factors are readily evident from test scores and verified information, What the 
individual will do can only be inferred. Employers can use the responses to interview 
and application form questions and references to obtain information for making in- 
ferences about what an individual will do. 


Decision-Making Strategy 


The strategy used for making personnel decisions for one category of jobs might dif- 
fer from that used for another category. The strategy used to select managerial and 
executive personnel, for example, will be different than the strategy used to select cler- 
ical and technical personnel. Although many factors have to be considered in terms of 
making hiring decisions, the following are some of the questions that managers must 
consider: 


1, Should the individuals be hired according to their highest potential or according 
to the needs of the organization? 


2. At what grade or wage level should the individual be hired? 


3. Should the selection be concerned primarily with finding an ideal employee to 
match the job currently open, or should a candidate's potential for advancement in 
the organization be considered? 


FIGURE 
G 9 “Can-Do” and “Will-Do” Factors in Selection Decisions 
a 


“CAN DO” 
e Knowledge 
e Skills 
e Abilities 


JOB 
PERFORMANCE 
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4. To what extent should those who are not qualified but are qualifiable be 
considered? 


5. Should overqualified individuals be considered? 


6. What effect will a decision have on the firm meeting its affirmative action plans 
and diversity considerations? 


In addition to these types of factors, managers must also consider which approach 
they will use in making hiring decisions. Two basic approaches to selection exist: clin- 
ical (personal judgment) and statistical. 


Clinical Approach 

In the clinical approach to decision making, those making the selection decision 
review all the data on the applicants. Then, on the basis of their understanding of 
the job and the individuals who have been successful in that job, they make a deci- 
sion. Different individuals often arrive at different decisions about an applicant when 
they use this approach because each evaluator assigns different weights to the appli- 
cant’s strengths and weaknesses. Unfortunately, personal biases and stereotypes are 
frequently covered up by what appear to be rational reasons for either accepting or 
rejecting a candidate. Plus, it can lead to a homogenous workforce because, as you 
learned in Chapter 5, according to the attraction-selection-attrition (ASA) model, 
people are often tempted to hire applicants like themselves. 


Statistical Approach 

In contrast to the clinical approach, the statistical approach to decision making is 
more objective, It involves identifying the most valid predictors and weighting them 
using statistical methods such as multiple regression.*” Quantified data such as scores 
or ratings from interviews, tests, and other procedures are then combined according 
to their weighted value. Individuals with the highest combined scores are selected. A 
comparison of the clinical approach with the statistical approach in a wide variety of 
situations has shown that the statistical approach is superior. Although this superior- 
ity has been recognized for many decades, the clinical approach continues to be the 
one most commonly used. 

With a strictly statistical approach, a candidate's high score on one predictor (such 
as a cognitive ability test) will make up for a low score on another predictor (such as 
the interview). For this reason, this model is a compensatory model. However, it is 
frequently important that applicants achieve some minimum level of proficiency on 
all selection dimensions. When this is the case, a multiple cutoff model can be used in 
which only those candidates who score above the minimum cutoff on all dimensions 
are considered. The selection decision is made from that subset of candidates.*® 

A variation of the multiple cutoff model is referred to as the multiple hurdle model. 
This decision strategy is sequential in that after candidates go through an initial eval- 
uation stage, those who score well are provisionally accepted and are assessed further 
at each successive stage. The process continues through several stages (hurdles) before 
a final decision is made. This approach is especially useful when either the testing or 
training procedures are lengthy and expensive. 

Each of the statistical approaches requires that a decision be made about where the 
cutoff lies—that point in the distribution of scores above which a person should be 
considered and below which the person should be rejected. The score that the applicant 
must achieve is the cutoff score. Depending on the labor supply and diversity and anti- 
discrimination considerations, it may be necessary to lower or raise the cutoff score. 


compensatory 
model 


Aselection decision model 
in which a high score in one 
area can make up for a low 
score in another area 


multiple cutoff 
model 


Aselection decision model 
that requires an applicant to 
achieve some minimum level 
of proficiency on all selection 
dimensions 


multiple hurdle 
model 


A sequential strategy in 
which only the applicants 
with the highest scores at 
an initial test stage go on to 
subsequent stages 
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FIGURE 


6 10 Test Scores Scatterplot with Hypothetical Cutoffs 
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The effects of raising and lowering the cutoff score are illustrated in Figure 6.10. 
Each dot in the center of the figure represents the relationship between the test score 
(or a weighted combination of test scores) and the criterion of success for one indi- 
vidual. In this instance, the test has a fairly high validity, as represented by the ellipti- 
cal pattern of the dots. Note that the high-scoring individuals are concentrated in the 
satisfactory job success category, whereas the low-scoring individuals are concentrated 
in the unsatisfactory category. 

If the cutoff score is set at A, only the individuals represented by areas 1 and 2 
will be accepted. Nearly all of them will be successful. If more employees are needed, 
the cutoff score can be lowered to point B. In this case, a larger number of potential 
failures will be accepted, as shown in quadrants 2 and 4. Even if the cutoff is lowered 
to C, the total number of satisfactory individuals selected (represented by the dots in 
areas 1, 3, and 5) exceeds the total number selected who are unsatisfactory (areas 2, 
4, and 6). Thus, the test serves to maximize the selection of probable successes and 
to minimize the selection of probable failures. This is all we can hope for in terms 
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of predicting on-the-job success: the probability of selecting a greater proportion of 
individuals who will be successful rather than unsuccessful. 
A related factor helps ensure the best qualified people are selected: having an ad- 
equate number of candidates from which to make a selection. This factor is typically 
expressed in terms of a selection ratio, which is the ratio of the number of applicants selection ratio 
to be selected to the total number of applicants. A ratio of 0.10, for example, means The number of applicants 
that 10 percent of the applicants will be selected. A ratio of 0.90 means that 90 percent ee as rai 
will be selected. If the selection ratio is low, only the most promising applicants will be ei eas 
hired. When the ratio is high, very little selectivity will be possible because even appli- 
cants with mediocre abilities will have to be hired if the firm's vacancies are to be filled. 
When this is the situation, a firm's managers can fall prey to what some experts call the 
“desperation bias’—choosing someone because you are in a pinch, It is a common prob- 
lem among managers because of the many time and operating constraints they face. 


Final Decision 


In large organizations, managers or supervisors usually make the final decision about 
whom to hire and communicate it to the human resources department. HR personnel 
then notify external applicants about the decision and make job offers to candidates. 
The HR department should confirm the details of the job, working arrangements, 
hours, wages, and so on and specify a deadline by which the applicant must reach a 
decision. If, at this point, findings from the medical examination or drug test are not 
yet available, an offer is often made contingent on the applicant's passing the exami- 
nation. This information can be verbally communicated initially. It is commonplace 
to first contact candidates by phone to inform them of the offer. The offer should 
then be put in writing, generally in a letter to the candidate, The process of notify- 
ing internal candidates is slightly different. Generally the hiring manager contacts the 
candidates personally and informs them of the decision. However, it is still important 
to put the offer in writing if an internal candidate is chosen so there is no ambiguity 
or dispute about its terms. 

Rejecting both internal candidates and external candidates is a difficult task, but 
rejecting internal candidates can be particularly tricky. Most internal candidates seek- 
ing a promotion are valuable employees their firms would rather not lose. Accord- 
ing to the Bridgespan Group, a nonprofit that helps other philanthropic nonprofits 
achieve success, the manager delivering the bad news should explain to the employee 
that the person who got the job has skills that more closely aligned with the firm's 
needs but that the process has given the organization a better understanding of her 
or his background when future job openings arise. Also emphasize that the decision 
was made in a systematic way based on objective criteria but that it was nonetheless a 
hard one to make.” 

Lastly, organizations should not fail to notify candidates who are not chosen for 
the position. This happens too often with both internal candidates and external can- 
didates. It is not uncommon for external candidates to be customers of the firms to 
which they apply. Not letting them know about the employment decision can jeop- 
ardize that relationship. The same is true for internal candidates. One employee la- 
mented that after applying internally for a job, no one contacted him or the other 
candidates to tell them they did not get the job. They only learned about it after a 
manager sent out an e-mail about the new hire. “After 10-plus years of working for 
the company, I felt I deserved better treatment than that,’ says the employee. 
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ee Selection is the process of 


choosing individuals who have relevant qualifica- 
tions to fill existing or projected job openings. The 
selection process should start with a job analysis. 
Research shows that complete and clear job speci- 
fications help interviewers differentiate between 
qualified and unqualified applicants and reduces the 
effect of an interviewer's biases and prejudices. The 
number of steps in the selection process and their 
sequence will vary, not only with the organization, 


but also with the type and level of jobs to be filled. 
The employee selection pro- 


cess should provide as much reliable and valid in- 
formation as possible about applicants so that their 
qualifications can be carefully matched with the job's 
specifications. The information that is obtained 
should be clearly job-related or predict success on the 
job and free from potential discrimination, Reliabil- 
ity refers to the consistency of test scores over time 
and across measures, Validity refers to the accuracy 
of the measurements taken. Validity can be assessed 
in terms of whether the measurement is based on 
a job specification (content validity), whether test 
scores correlate with performance criteria (predictive 
validity), and whether the test accurately measures 
what it purports to measure (construct validity). 


Ee TO eu Interviews are customarily used 


in conjunction with résumés, application forms, 
biographical information blanks, references, back- 
ground investigations, and various types of preem- 
ployment tests. Despite problems with its validity, 
the employment interview remains central to the 
selection process. Depending on the type of job, ap- 
plicants could be interviewed by one person, mem- 
bers of a work team, or other individuals in the 
organization. Structured interviews have been found 
to be better predictors of the performance of job 
applicants than nonstructured interviews. Some in- 
terviews are situational and can focus on hypotheti- 
cal situations or actual behavioral descriptions of a 
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candidate's previous work experiences, Regardless of 
the technique chosen, those who conduct interviews 
should receive special training to acquaint them with 
interviewing methods and EEO considerations. The 
training should also make them more aware of the 
nature of the job and its requirements. 


LEARNING OUTCOME 4 Preemployment tests are more 


objective than interviews and can give managers a 
fuller sense of the capabilities of different candidates. 
A wide range of tests exists, Cognitive ability tests 
are especially valuable for assessing verbal, quantita- 
tive, and reasoning abilities. Personality and interest 
tests are perhaps best used for placement or career 
development. Job knowledge and work sample tests 
are achievement tests that are useful for determining 
whether a candidate can perform the duties of the 
job without further training, Physical ability tests can 
be used to prevent accidents and injuries, particularly 
for physically demanding work. However, they must 
not be used if they have a disparate impact on can- 
didates in protected classes. Medical examinations 
and drug tests can only be legally administered after 
a conditional offer of employment has been made. 


In the process of making deci- 
sions, all “can-do” and “will-do’” factors should be 
assembled and weighted systematically so that the 
final decision can be based on a composite of the 
most reliable and valid information. Although the 
clinical approach to decision-making is used more 
than the statistical approach, the former lacks the ac- 
curacy of the latter. Compensatory models allow a 
candidate's high score on one predictor to make up 
for a low score on another. When the multiple cut- 
off model is used, only those candidates who score 
above a minimum cutoff level remain in the run- 
ning. A variation of the multiple cutoff is the mul- 
tiple hurdle model, which involves several stages and 
cutoff levels. Whichever of these approaches is used, 
the goal is to select a greater proportion of individu- 
als who will be successful on the job. 
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assessment center 
behavioral description interview 


multiple cutoff model 
multiple hurdle model 


selection ratio 
sequential interview 


(BDI) negligent hiring situational interview 
compensatory model nondirective interview structured interview 
concurrent validity panel interview validity 
construct validity predictive validity virtual interviews 
content validity preemployment test video résumés 
criterion-related validity reliability 
cross-validation selection 


Discussion Questions & 


ae Ts there a “best” employment 


process stepwise? What steps must come first and 
last? 


What is meant by the term cri- 
terion as it is used in personnel selection? Give some 
examples of criteria used for jobs with which you are 
familiar. 


eee Compare briefly the major 


types of employment interviews described in this 
chapter. Which type would you prefer to conduct? 
Why? 


What characteristics do job 
knowledge and job sample tests have that often 
make them more acceptable to the examinees than 
other types of tests? 


In what ways does the clinical 
approach to selection differ from the statistical ap- 
proach? How do you account for the fact that one 
approach is superior to the other? 
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HRM EXPERIENCE 


Designing Selection Criteria and Methods 


Making hiring decisions is one of the most important—and difficult—decisions a manager makes. Without good informa- 
tion, managers have almost no chance of making the right choice. They might as well be using a Ouija board. The process 
begins with a sound understanding of the job: the tasks, duties, and responsibilities associated with it and the knowledge, 
skills, and abilities needed to do it. A job analysis should be done to make certain that all managers have assembled all of 
the information they need to ensure a good person-job fit. However, this information may not be enough. Other information 
about the company’s values and philosophy are likely to be required to ensure that a good person-organization fit results. 


Assignment 

1. Working in teams of four to six individuals, choose a job with which you are familiar and identify the most impor- 
tant knowledge, skills, abilities, and other characteristics needed for someone doing the job to perform well. 

2. Next, identify which methods you would use to find candidates with these qualities. Would you use applications, 
interviews, cognitive or ability tests, work samples, or what? Explain why you would use these methods you iden- 
tified and justify the cost and time required to conduct each. 

3. After you have identified your selection criteria and methods, do a “reality check” in a real organization. Inter- 
view a manager who employs someone in that job. For example, if the job you selected is salesperson, go to a 
local business to learn how they select individuals for sales jobs. Compare what you thought would be a good 
selection approach with what you learned from the company you visited. 

4. Identify the reasons for any discrepancies between your approach and theirs. Are the reasons justified and 
sound? 


On the Job: Video Cases 


Scripps Hospital La Jolla applicant selection. Discuss this in terms of (a) 
validity and reliability and (b) legal requirements 


In this video, the personnel at Scripps Hospital La ere ie 
for nondiscrimination. 


Jolla in San Diego discuss their philosophy about 
selecting employees that match the hospital’s orga- 2. Describe the selection process at Scripps Hospi- 
nizational culture. Behavioral based interviews, real- tal La Jolla. 

istic job previews, hiring for “attitude,’ and multiple 
types of interviews are mentioned as tools for select- 
ing the right candidate. The video also mentions the 
importance of forecasting workforce supply and de- 
mand to help predict staffing needs. 


3. Scripps Hospital La Jolla appears to rely heav- 
ily on the selection interview to make hiring 
decisions. (a) What does this mean as far as reli- 
ability and validity? (b) What are some possible 


problems or common interviewing mistakes that 
What to Watch for and Ask Yourself should be watched for in interviewing? 
1. Scripps Hospital La Jolla stresses “culture fit” 


and “hiring for attitude” as critical criteria for 
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When it comes to preemployment tests, companies are not necessarily just handing Job Candidate 
candidates a pen and a pencil or having them answer multiple-choice questions via a Assessment 
computer or phone anymore. A small but growing number of assessments have gone 
virtual. The assessments, which often conducted via the computer or the web, simu- Tests Go 
late a job’s functions. You can liken them to video games but within a work setting. Virtual 
Toyota, Starbucks, the paint maker Sherwin Williams, and numerous financial firms 
such as SunTrust Bank, KeyBank, and National City Bank have successfully used 
virtual job simulations to assess applicants. 

At Toyota, applicants participating in simulations read dials and gauges, spot safety 
problems, and use their ability to solve problems as well as their general ability to 
learn as assessed. The candidates can see and hear about the job they're applying for 
from current Toyota employees. National City Bank has used virtual assessments to 
test call-center candidates and branch manager candidates. Call center candidates are 
given customer-service problems to solve, and branch manager candidates go through 
a simulation that assesses their ability to foster relationships with clients and make 
personnel decisions. 

The virtual assessments tools, which are produced by companies such as Shaker 
Group Consulting, Profiles International, and others do not come cheap. But al- 
though they can cost tens of thousands of dollars, larger companies that can afford 
them are saying they are worth it. The benefits? Better qualified candidates, faster 
recruiting, and lower turnover among employees hired. KeyBank says that by using 
virtual testing tools, it realized savings of more than $1.75 million per year due to 
lower turnover. Toyota began using computer-based assessments in the early 2000s, 
which have been so successful the company has since rolled them out to its other 
plants around the world. 

Candidates also seem to like the assessments because they provide a more realistic 
job preview and make them feel like they are being chosen for jobs on more than just 
their personalities or how they performed during an interview. “It was a very insight- 
ful experience that made you think about what exactly you like and dislike in the 
workplace and if you really enjoy helping customers and have patience to do so,’ says 
one candidate tested for a customer service job, It is not just Gen X or Y candidates 
who have played a lot of video games who like them either.“ We haven't seen any ad- 
verse impact,’ says Ken Troyan, SunTrust Bank's chief staffing officer.“ There's some 
mythology—if you will—about older people not being computer-sawvy, and that’s 
just not so.’ One study found that the simulations also tend to result in less of a gap 
between minority and white candidates than when paper-and-pencil tests are used. 

HR experts warn that companies need to be sure they are not simply buying glitzy 
simulations that do not translate well to the jobs for which they are hiring. Also, the 
screening tools could potentially eliminate candidates who have trouble with simula- 
tions or computers but might make good employees. You should still use the U.S, 
Department of Labor's “whole person approach’ to hiring, says one HR professional. 
The “whole person approach’ factors in the results of a variety of accepted tests along 
with prior actual performance and interview results to get the most complete picture 
of an employee or candidate. 
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Questions 


1, What do you think are the prime advantages and disadvantages of “virtual 
tryouts’? 

2. Do you think there would be any EEO concerns regarding this system? 

3. Do you think virtual job tryouts might be better suited for some jobs than others? 
If so, which ones? 


Sources: Karen Vilardo, “KeyBank’s Success With the‘ Virtual_Job_Tryout,” Journal of Corporate Recruit- 
ing Leadership 5, no. 4 (May 2010); 24; Ira S. Wolfe and “Success Performance Solutions,’ The Total View 
Newsletter (May12, 2010); Connie Winkle, “HR Technology: Job Tryouts Go Virtual” HR Magazine 
(September 1, 2006), http://www.shrm.org/; Gina Ruiz, “Job Candidate Assessment Tests Go Virtual,’ 
Workforce Management Online (January 2008), http://www.workforce.com; “Clients and Case Studies,” 
Shaker Consulting Group, accessed March 27, 2011, http://www.shakercg.com. 


Cleaning Electronic submission systems and a tough job market have left HR and hiring man- 
Up the agers drowning in a sea of résumés and applications. Some large retailers can get a 
e million or more résumés a year. Even small businesses can find themselves flooded 
Resu-mess with them. For example, when Raising Cain, a Louisiana-based fast-food chain, 
opened an office in Dallas, the firm needed to hire 35 people. It received 10,000 résu- 

més and had to hire an outside firm to help sort through them. 

Given this trend, it is not surprising harried HR personnel, managers, and business 
owners are rushing to install software that promises to do the screening and sifting of 
résumés for them. In fact, recruiters say the percentage of online applications viewed 
by an actual human being today ranges from just 5 to 25 percent. Résumé screening 
software built into applicant tracking systems used to be expensive—something that 
only large firms could afford. Today, however, many are web-based, easy to use, and 
relatively inexpensive. 

For example, when Southern Company, an energy company based in Atlanta, 
posts jobs on its site, applicants click on the links and are taken to Hire.com, where 
the screening is done. The applicants do not even realize that they have left the firm's 
corporate website. Hire.com also has a feature that allows companies to ask appli- 
cants screening questions related to their education, job knowledge, experience using 
certain work equipment, and so forth. Pre Visor and Kenexa are two firms that offer 
close to a thousand online assessments, with prices ranging from a couple of bucks to 
$50 a test. 

Many job boards now feature prescreening questions as well and have algorithms 
to the recommend candidates similar to the way Amazon.com recommends products 
based on what a person has purchased in the past. The boards also let employers 
send automated responses to applicants when their résumés are received and their 
prescreening tests have been taken. The messages help let candidates know where 
they stand in the selection process and what the next steps are. 

Some recruiters have found ways to avoid the “resu-mess” altogether. Instead 
of posting job ads, they use social networking sites to get the word out for the 
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types of employees they are looking to hire. Kevin Mercuri, president of Propheta 
Communications, a public relations firm in New York City is one of them. Mercuri 
got tired of being swamped by résumés generated by ads he posted on Craigslist. Now 
when he needs to recruit personnel, Mercuri posts a message about job openings on 
his LinkedIn page.“I get people vouching for each applicant, so I don't have to spend 
hours sorting through resumes,” he says. 


Questions 


1, What impact do you think résumé screening tools are having on HR 
departments? 

2. What competitive advantages do you see in using résumé screening tools? 

3. Do you see any drawbacks associated with them, and, if so, how might they be 


addressed? 


Sources: Darren, Dahl, “Tapping the Talent Pool... without Drowning in Resumés” Inc. 31 no. 3 (April 
2009): 122; Anne Kadet, “Did You Get My Résumé?” Smart Money (February 27, 2009), http://www. 
smartmoney.com; Drew Robb, “Screening for Speedier Selection,” HRMagazine 49, no. 9 (September 
2004): 143-147. 
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orkplace training used to be rather boxlike. It focused on teaching employees 

to do particular activities—operate machines, process work, and so forth. How- 

ever, as the workplace has shifted from “touch labor” to “knowledge workers” 
(see Chapter 1), the focus of training has shifted as well. Companies are realizing that 
workers need not only operational know-how but superior job expertise; knowledge about 
competitive, industry, and technological trends; and the ability to continually learn and 
utilize new information. These characteristics better help an organization adapt and inno- 
vate to compete far more effectively in today’s fast-paced global business world. Because 
training plays a central role in nurturing, strengthening, and expanding the capabilities 
of a firm in this way, it has become part of the backbone of strategic management. 


The Scope of Training 


Many new employees come equipped with most of the KSAs needed to start work. 
Others require extensive training before they are ready to make much of a contribu- 
tion to the organization. The term training is often used casually to describe almost 
any effort initiated by an organization to foster learning among its members. How- 
ever, many experts distinguish between training, which tends to be more narrowly 
focused and oriented toward short-term performance concerns, and development, 
which, as you learned in Chapter 5, tends to be oriented more toward broadening an 
individual's skills for future responsibilities. The two terms tend to be combined into 
a single phrase—training and development—to recognize the combination of activi- 
ties organizations use to increase the knowledge and skills of employees. 


Investments in Training 


Research shows that an organization's revenues and overall profitability are positively 
correlated to the amount of training it gives its employees. According to Training mag- 
azine’s ongoing industry report, U.S. businesses spend about $50 billion annually to 
provide each of their employees with about 40 hours of training annually.' By contrast, 
the 100 best U.S. companies to work for, as cited by Fortune magazine, provide their 
employees with approximately double that amount of training and sometimes even 
more. New employees hired by the Ritz Carlton hotel chain get over 300 hours of 
training, The greatest proportion of training is spent on rank-and-file employees and 
supervisors (see Figure 7.1). However, the amount of money spent on developing 
and training managers has been increasing, perhaps as more companies try to recruit 
and retain strong leaders amid tough economic times.! Technology, transportation, 
communications, and utilities industries tend to spend the most on training, 

In addition to the billions of dollars spent by U.S. businesses each year on formal 
training, nearly four times that amount is spent on informal instruction. The types of 
training given employees range from simple, on-the-job instruction to sophisticated 
skills training conducted on multimillion dollar simulators, Other types of training 
include regular training given to new hires, customer service and communication- 
skills training, and compliance training—training employees must receive as a result 
of various legal mandates, such as EEO requirements or OSHA requirements, Air- 
line attendants must undergo mandatory safety training designated by the Federal 
Aviation Administration. Train crews must annually undergo training mandated by 
the Federal Railroad Administration. Managers should also undergo training to avoid 
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FIGURE 
7 1 Training Expenditure Allocations by Type of Worker 
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Source: Adapted from “2011 Industry Report,” Training 47, no. 6 (November-December) 2010: 18-31. 


wage-and-hour violations, such as asking employees to work off-the-clock without 
paying them overtime. Walmart has agreed to pay as much as $640 million to resolve 
63 class-action lawsuits involving wage-and-hour violations across the nation.” And 
although it is not mandatory, many companies are seeing the value of training pro- 
grams designed to prevent violence in the workplace. 


A Strategic Approach to Training 
From the broadest perspective, the goal of training is to contribute to the organiza- 


tion's overall goals. Training programs should be developed with this in mind. Man- What aspects of train- 
agers should keep a close eye on their firm's goals and strategies and orient their ing plans do you think 
training accordingly. For example, is it the firm's goal to develop new product lines? are strategic, and how 
If so, how should this goal affects its training initiatives? Is the firm trying to lower are these plans similar 
its costs of production so it can utilize a low-cost strategy to capture new busi- or dissimilar to the col- 
ness? If so, are there training initiatives that can be undertaken to deliver on this lege and career plans 
strategy? you have created for 
Unfortunately, some organizations fail to make the connection between training and yourself? 
an organization's goals, Instead, fads, fashions, or “whatever the competition is doing” can 
sometimes be the main drivers of an organization's training agenda. As a result, training 
programs are often misdirected, poorly designed, and inadequately evaluated—not to 
mention a waste of money, One, not all of a firm's strategic initiatives can be accom- 
plished with training. Two, not all training programs—no matter how widely they are 
adopted by other organizations—will be a strategic imperative for your firm. 
To ensure that a firm's training and development investment has the maximum im- 
pact possible, a strategic and systematic approach should be used that involves four 
phases: (1) needs assessment based on the firm’s competitive objectives, (2) program 
design, (3) implementation, and (4) evaluation. A model that is useful to designers of 
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FIGURE 
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LEARNING OUTCOME 2 


If you were launching a 
new business, what fac- 
tors would you look at 
to do a training-needs 
assessment for the 
organization? 


chief learning 
officer 

A high-ranking manager 
directly responsible for fos- 
tering employee learning and 
development within the firm 


training programs is presented in Figure 7.2. We will use this model as a framework 
for organizing the material throughout this chapter. 


Phase 1: Conducting the Needs Assessment 


Because business conditions change rapidly, as does technology, keeping abreast of 
the types of training a firms employees need to remain competitive can be a challenge. 
If employees consistently fail to achieve their productivity objectives, this might be a 
signal that training is needed. Likewise, if organizations receive an excessive number 
of customer complaints, this, too, might suggest a firm's training is inadequate. About 
30 percent of larger firms, including GE, Walmart, and IBM, have what are called 
chief learning officers, These people are top executives within their firms who are 
responsible for making certain that a company’s training is timely and focused on 
the firm's top strategic issues. However, regardless of who does the needs assessment 
within an organization, it should be conducted systematically by utilizing the three 
different types of analysis shown in Figure 7.3: organization analysis, task analysis, 
and person analysis. Each of these is discussed next. 

Unfortunately, because of the costs, expertise, and time required, a study conducted 
a few years ago by the American Society for Training and Development found that 
organizations conduct needs assessment less than 50 percent of the time. However, 
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this situation has improved somewhat, in part because tighter training budgets as 
the result of the recession have forced firms to ensure that the training they con- 
duct is well aligned with their objectives. Moreover, as the speed of change increases, 
managers are realizing that good needs assessments conducted regularly are essential. 
Being able to quickly assess the training your employees need is especially important 
for small businesses that may not have the time or resources to do lengthy needs as- 
sessment analyses. Doing a needs assessment does not need to be a laborious task, as 
this chapter's small business feature shows.? 


Organization Analysis 


The first step in a needs assessment is identifying the broad forces that can influence a 
firm's training needs. An organization analysis is an examination of the environment, organization 
strategies, and resources the firm faces so as to determine what training it should em- analysis 
phasize. As we have explained, a firm's training should revolve around the strategic Examination of the envi- 
initiatives of the organization. Mergers and acquisitions, for example, frequently re- Tie. ieee eatan 
quire that employees take on new roles and responsibilities and adjust to new cultures to determine where training 
and ways of conducting business. Nowhere is this more prevalent than in grooming emphasis should be placed 
new leaders within organizations, Other issues such as technological change, global- 
ization, and quality improvements all influence the way work is done and the types of 
skills needed to do it. Still other concerns may be more tactical, but no less important 
in terms of their impact on training, If an organization is restructuring, downsizing, 
or undertaking new employee-empowerment or teamwork initiatives, these efforts 
will impact the firm's training requirements. 
Economic and public policy issues influence corporate training needs as well. For 
example, since the September 11 terrorist attacks on the United States, the train- 
ing of airport security personnel has increased substantially. It has also increased 
for flight crews of airlines, employees in the transportation industry, workers in 
nuclear power plants, and even security staff at theme parks.* Finally, trends in the 
workforce itself affect a firm's training needs. As older workers near retirement, 
younger workers need to focus on gaining the skills and knowledge needed to take 
their place. 
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Small Business Application ulil 


A Small Business’s Guide to Quickly Assessing 
Its Training Needs 


Do environmental scanning. Continually look at what is going on in your industry and organization in order to an- 
ticipate upcoming training needs. Enlist the help of employees and managers in the process. Question managers about 
their strategic goals, their impact on the organization, and gear your analysis accordingly. 


Do internal scanning. Determine what skills are most important to acquire in terms of your organization’s current and 
future needs. Which ones will provide the biggest payback? 


Gather organizational data. Performance data for your firm (such as errors, sales, and customer complaints) and staff- 
ing data (such as turnover and absenteeism) can be very helpful as a starting point. 


Develop a Plan 
Once the training need has been identified, identify various ways to deliver it and consider the costs and benefits of 
each. Determine what kind of growth or other measure is a reasonable result of the training. 


Utilize state and local government programs. Many state and local governments have programs to help small busi- 
nesses train their employees. For example, the Texas Workforce Commission will pay small businesses in Texas up to 
$1,450 for each new full-time employee hired and trained at a local college. (The amount is $725 for each current 
employee trained.) 


Make the needs-assessment process ongoing. Repeat these activities as your business needs change. 


Sources: “TWC Launches Small Business Employee Training Program,” Your Houston News (November 20, 2010), http://www.yourhoustonnews. 
com; “Employee Training Tips,” D&B.com, http://smallbusiness.dnb.com; Ron Zemke, “How to Do a Needs Assessment When You Think You Don’t 
Have Time,” Training 35, no. 3 (March 1998): 38—44. 


Conducting an organization analysis also involves closely examining a firm’s 
resources—technological, financial, and human—available to meet the company’s 
training objectives. HR personnel typically collect data such as information on their 
companies’ direct and indirect labor costs, quality of goods or services, absenteeism, 
turnover, and number of accidents. The availability of potential replacements and the 
time required to train them are other important factors in organization analysis. 

To cope with budget constraints yet continue to meet their strategic imperatives, 
firms have become more focused on efficiently using their training budgets. Com- 
panies such as Motorola, Ford, and Merck have found that by using information 
technology wisely, they significantly cut their training budgets. To “do more with 
less,’ managers have to plan carefully where they will spend their training dollars, 
and this means doing a rigorous organization analysis. Other companies outsource 
their training programs, or at least part of them, to external partners to cut costs or 
to take advantage of expertise the firm lacks. Other organizations purchase “off the 
shelf” course materials developed by training companies rather than develop their 
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own. A new trend is for companies to 
partner with other firms in their sup- 
ply chains so as to jointly train their 
employees more cost effectively.’ 


As older workers 
near retirement, 
younger workers 
must be trained to 
develop the skills 
and knowledge 
needed to take 
their place. 

The availability 

of potential 
replacements and 
the time required 
to train them are 
two factors that 
must be considered 
in organization 
analysis. 


Task Analysis 


The second step in training- 
needs assessment is task analysis. 7 
Task analysis involves reviewing the / 
job description and specifications to 
identify the activities performed in a 
particular job and the KSAs needed 
to perform them. The first step in 
task analysis is to list all the tasks or 
duties included in the job. The second 
step is to list the steps performed by 
the employee to complete each task. 
The type of performance for each task 
(such as manipulation, speech, and 
discrimination), along with the skills 
and knowledge necessary to do it, can 
then be identified. For example, in the 
task of taking a chest X-ray, a radi- 
ologist correctly positions the patient 
(manipulation), gives special instructions (speech), and checks the proper distance of task analysis 
the X-ray tube from the patient (discrimination). The types of skills and knowledge Tne process of determining 
that trainees need can be determined by observing and questioning skilled jobholders Ae e ae 
and/or by reviewing job descriptions. This information helps trainers select program parle of a study of the tasks 
content and choose the most effective training methods. and duties involved in the job 
Instead of focusing on a fixed sequence of tasks, more firms are finding that their 
employees need more flexible sets of competencies in order to perform in a superior 
way. Competency assessment focuses on the sets of skills and knowledge employees competency 
need to be successful, particularly for decision-oriented and knowledge-intensive jobs, assessment 
But competency assessment goes beyond simply describing the traits an employee Analysis of the sets of skills 
must have to successfully perform the work. It also captures elements of how those ae Pi thu d 
traits should be used within an organization's context and culture. That might in-  knowledge-intensive jobs 
clude an employee's motivation level, personality traits, interpersonal skills, and so on. 
“It's easy for top performers to become experts in a certain niche, but ‘talent factories’ 
focus on creating generalists. To get the most from talented employees, they should 
know how to handle a wide range of functions,’ explains one HR consultant.° 
Competency assessments have been adopted extensively in the health care indus- 
try.’ Instead of offering a laundry list of training plans as it used to, Amway has es- 
tablished job competencies for all 17,000 of its employees around the world. The 
competencies denote the particular skills each employee needs for his or her job and 
a training “road map” to get them. The company also got rid of off-the-shelf training 
courseware that did not align with business goals. Highlights in HRM 1 shows an 
example of a partial competency assessment tool used for evaluating a manager. 


Noel Hendrickson/Digital Vision/Getty Images 
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HIGHLIGHTS IN HRM 


A Competency Assessment for a 
Managerial Position 


For each item, circle the number that best describes the manager's characteristics. For items that do not apply, circle NA (not 
applicable). For other items for which you lack sufficient observations or documentary evidence, circle DK (don’t know). 


4 - Exemplary 

3 - Proficient 

2 - Progressing 

1 - Needs Assistance 

NA - Not Applicable 

DK - Don’t Know 

Competency 1: Behaves professionally and encourages other staff members to do likewise. 
4 3 2 1 NA DK 


Evidence: 


Competency 2: Behaves ethically and encourages staff members to do likewise. 
Ac ee ADK 


Evidence: 


Competency 3: Uses a variety of modes of communication and conveys information fully and clearly. 
43) 2 INA DK 


Evidence: 


Competency 4: Seeks input from all levels and demonstrates fairness and consistency. 
4 3 2 1 NA DK 


Evidence: 
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A Competency Assessment for a 


Managerial Position (continued) 


Competency 5: Engages in an open style of management and is open to criticism from supervisors and subordinates. 
Zoe se 2 el NADI 


Evidence: 


Competency 6: Searches for and embraces innovative solutions to improve department's programs and products. 
4 3 2 1 NA DK 


Evidence: 


Person Analysis 


Along with organization and task analyses, it is necessary to perform a person analy- 
sis. A person analysis involves determining which employees require training and, person analysis 
equally important, which do not. In this regard, conducting a person analysis is im- Determination of the specific 
portant for several reasons. First, a thorough analysis helps organizations avoid the individuals who need training 
mistake of sending all employees into training when some do not need it. In addition, 
a person analysis helps managers determine what prospective trainees are able to do 
when they enter training so that the programs can be designed to emphasize the areas 
in which they are deficient. 
Performance appraisal information can be used for the purposes of conducting a 
person analysis. Companies such as Teradyne and HP are among the many firms 
that do so. However, although performance appraisals might reveal which employ- 
ees are not meeting the firm's expectations, they typically do not reveal why. If the 
performance deficiencies are due to ability problems, training is likely to be a good 
solution. However, if the performance deficiencies are due to poor motivation or 
factors outside an employee's control, training might not be the answer. Conduct- 
ing a deeper performance diagnosis is discussed in Chapter 8 on performance ap- 
praisal. Ultimately, managers have to sit down with employees to talk about areas for 
improvement so that they can jointly determine the developmental approaches that 
will have maximum benefit.’ 
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Phase 2: Designing the Training Program 


Once the training needs have been determined, the next step is to design the training 
program. Experts believe that the design of training programs should focus on at 
least four related issues: (1) the training’s instructional objectives, (2) “readiness” of 
trainees and their motivation, (3) principles of learning, and (4) characteristics of 
instructors, 


Instructional Objectives 


After conducting organization, task, and person analyses, managers should have a 
more complete picture of their firms’ training needs. On the basis of this informa- 
tion, they can more formally state the desired outcomes of training through writ- 


instructional ten instructional objectives. Generally, instructional objectives describe the skills or 
objectives knowledge to be acquired and/or the attitudes to be changed. One type of instruc- 
Desired outcomes of a train- tional objective, the performance-centered objective, is widely used because it lends it- 
ing program 


self to an unbiased evaluation of the results. For example, the stated objective for one 
training program might be that: “Employees trained in team methods will be able to 
perform the different jobs of their team members within six months.’ Performance- 
centered objectives typically include precise terms, such as “to calculate,” “to repair,’“to 
adjust,’“to construct,’“to assemble,” and “to classify:’!° 


Trainee Readiness and Motivation 


Two preconditions for learning affect the success of those who are to receive training: 
readiness and motivation. Trainee readiness refers to whether or not the experience of 
trainees has made them receptive to the training they will receive. Prospective train- 
ees should be screened to ensure that they have the background knowledge and the 
skills necessary to absorb what will be presented to them. Recognizing the individual 
differences of trainees in terms of their readiness is as important in organizational 
training as it is in any other teaching situation. Consequently, it is often desirable to 
group individuals according to their capacity to learn, as determined by test scores 
or other assessment information, and to provide alternative types of instruction for 
those who need it. 

The receptiveness and readiness of participants in training programs can be in- 
creased by having them complete questionnaires about why they are attending train- 
ing and what they hope to accomplish as a result of it. Participants can also be asked 
to give copies of their completed questionnaires to their managers. 

The other precondition for learning is trainee motivation. The organization needs to 
help employees understand the link between the effort they put into training and the 
payoff. Why is the training important? What will happen if it does not occur? More- 
over, what is in it for the individual employee? By focusing on the trainees themselves, 
managers can create a training environment that is conducive to learning. 

Most employees are motivated by training opportunities that allow them to de- 
velop their skills and advance their careers. However, employees differ from one an- 
other in the relative importance of these needs at any given time. For example, new 
college graduates often have a high desire for advancement, and they have established 
specific goals for career progression. The training’s objectives should therefore be 
clearly related to trainees’ individual needs to succeed.'! Allowing employees to un- 
dergo training in areas that they want to pursue rather than merely assigning them 
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certain training activities can also be very motivating. So can enlisting employees to 
train other employees with the information they learn. Who in an organization does 
not want to be called upon for their expertise? 


Principles of Learning 


As we move from assessing an organization's needs and instructional objectives to 
employee readiness and motivation, we obviously shift our focus from the organi- 
zation to employees. Ultimately, however, training has to build a bridge between 
employees and the organization. One important step in this transition is giving full 
consideration to the psychological principles of learning—that is, the characteristics 
of training programs that help employees grasp new material, make sense of it in their 
own lives, and transfer it back to their jobs. All things considered, training programs 
are likely to be more effective if they incorporate the principles of learning shown in 


Figure 7.4. 


What has your college 
experience taught you 
about how people learn 
that can be applied to 
the workplace? 


Goal Setting 
The value of goal setting for focusing and motivating behavior extends into train- 
ing. When trainers take the time to explain the trainings goals and objectives to 


FIGURE 
7 4 Principles of Learning 


Goal 
setting 


Modeling Individual 
differences 


Meaningfulness PRINCIPLES Active practice 
of presentation OF LEARNING and repetition 


Feedback Whole-versus- 
and reinforcement part learning 


Massed-versus- 
distributed learning 


© Cengage Learning 2013 
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trainees—or when trainees are encouraged to set goals on their own—the level of 
interest, understanding, and effort directed toward the training is likely to increase. 
In some cases, goal setting can simply take the form of a “road map” of the course/ 
program, its objectives, and its learning points. !? 


Meaningfulness of Presentation 

One principle of learning is that the material to be learned should be presented in as 
meaningful a manner as possible. Quite simply, trainees will be better able to learn 
new information if it is presented using terminology they can understand, and the 
training is connected with things already familiar to them. This is the reason why 
trainers frequently use colorful examples to which trainees can relate. The examples 
make the material meaningful. In addition, material should be arranged so that each 
experience builds on preceding ones. In this way, trainees are able to integrate the ex- 
periences into a usable pattern of knowledge and skills. 


Modeling 

The old saying “a picture is worth a thousand words” applies to training. Just as ex- 
amples increase the meaningfulness of factual material or new knowledge in a train- 
ing environment, modeling increases the salience of behavioral training. Quite simply, 
we learn by watching. For example, if you were learning to ride a horse, it would be 
much easier to watch someone do it—and then try it yourself—than to read a book 
or listen to a lecture and hope you can do it right.” 

Modeling can take many forms. Real-life demonstrations and demonstrations 
on DVDs are often helpful; visual aids, pictures, and drawings can get the message 
across. In some cases, modeling the wrong behavior can even be helpful if it shows 
trainees what not to do and then clarifies the appropriate behavior. 


Individual Differences 

People learn at different rates and in different ways. Visual learners absorb informa- 
tion best through pictures, diagrams, and demonstrations. Verbal learners absorb 
information best through spoken or written words. Similarly, some students who 
do horribly in large lecture settings will excel in small discussion classes. Trainers 
can help accommodate different learning styles in a variety of ways. The key is to 
avoid delivering the material in only one way. So, for example, instead of delivering a 
monologue, trainers should incorporate variety into their presentations. They should 
use visualize aids, encourage the participation of learners by including them in dem- 
onstrations, and ask them questions about their own experiences. Hands-on activi- 
ties and breaking large groups into smaller groups for specific activities can also help 
trainers accommodate different learning styles.'* 


Active Practice and Repetition 

Those things we do daily become a part of our repertoire of skills. Trainees should be 
given frequent opportunities to practice their job tasks in the way they will ultimately 
be expected to perform them. The individual who is being taught how to operate a 
machine should have an opportunity to practice on it. The manager who is being 
taught how to train should be given supervised practice in training, 

In some cases, the value of practice is that it causes behaviors to become second 
nature, For example, when you first learned to drive a car, you focused a great deal on 
the mechanics:“ Where are my hands, where are my feet, and how fast am I going?” As 
you practiced driving, you began to think less about the mechanics and more about 
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the road, the weather, and the traffic. Other forms of learning are no different—by 
practicing, a trainee can forget about distinct behaviors and concentrate on the sub- 
tleties of how they are used. 


Whole-versus-Part Learning 

Most jobs and tasks can be broken down into parts that lend themselves to further 
analysis. Determining the most effective manner for completing each part then pro- 
vides a basis for giving specific instruction. Learning to sell a product, for example, 
is made up of several skills that are part of the total process. Although the process 
sounds daunting, it can essentially be broken down into a few discrete steps: find- 
ing customer opportunities; eliciting a prospective customer's needs by learning the 
proper questions to ask him or her; presenting the firm's product in a way that meets 
those needs; and finally, learning how and when to ask the customer to buy the prod- 
uct (closing the deal). In evaluating whole-versus-part learning, it is necessary to con- 
sider the nature of the task to be learned. If the task can be broken down successfully, 
it probably should be broken down to facilitate learning; otherwise, it should prob- 
ably be taught as a unit. 


Massed-versus-Distributed Learning 

Another factor that determines the effectiveness of training is the amount of time 
devoted to practice in one session, Should trainees be given training in five two-hour 
periods or in ten one-hour periods? It has been found in most cases that spacing out 
the training will result in faster learning and longer retention. This is the principle of 
distributed learning. 


Feedback and Reinforcement 
Can any learning occur without feedback? Some feedback comes from trainees them- 
selves via self-monitoring, whereas other feedback comes from trainers, fellow train- 
ees, and the like. Feedback can help individuals focus on what they are doing right 
and what they are doing wrong. Think about when you first learned how to throw a 
baseball, ride a bicycle, or swim. Someone, perhaps a parent, told you what you were 
doing right and what things to correct. As you corrected those things, you perhaps 
got better. 
In addition to providing participants with information about their performance, 
feedback also plays an important motivational role. For example, a person's training 
progress, measured in terms of either mistakes or successes, can be plotted on a chart 
commonly referred to as a“learning curve.’ Figure 7.5 presents an example of a learn- 
ing curve common in the acquisition of many job skills. In many learning situations, 
there are times when progress does not occur. Such periods show up on the curve as a 
fairly straight horizontal line called a plateau. A plateau can occur because of reduced 
motivation or because a person gets discouraged when he or she does not always per- 
form a new task as well as hoped. It is a natural phenomenon, and learners usually 
experience a spontaneous recovery later, as Figure 7.5 shows. behavior 
Over the years organizations have used behavior modification, a technique that modification 
operates on the principle that behavior that is rewarded, or positively reinforced, A technique that operates on 
` aie : A : ‘ the principle that behavior 
will be exhibited more frequently in the future, whereas behavior that is penalized or that is rewarded, or positively 
unrewarded will decrease in frequency. For example, in safety training it is possible reinforced, will be exhibited 
to identify “safe” behavioral profiles—that is, actions that ensure fewer accidents— more frequently in the future, 
as well as unsafe profiles. As a follow-up to training or as part of the training itself, whereas behavior that Is 


: : ‘ i : penalized or unrewarded will 
managers can use relatively simple rewards to discourage undesired behaviors and decrease in frequency 
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FIGURE 
7 5 A Typical Learning Curve 
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encourage and maintain desired behaviors. Companies such as Monsanto, Target, 
and Bowater (the largest newsprint maker in America) have found that nothing 
more than words of encouragement and feedback are needed to strengthen employee 
behaviors. However, more tangible rewards such as prizes, awards, and ceremonies 
can help reinforce desirable behaviors over time as well as help employees get over 
plateaus they might experience. Encouragement is most effective when it is given im- 
mediately after a trainee successfully accomplishes a certain task. This is why some 


spot rewards employers have instituted spot rewards programs. Spot rewards programs award 
Programs that award em- employees “on the spot” when they do something particularly well during training 
ployees “on the spot” when or on the job. The awards can consist of cash, gift cards, time off, or anything else 
they do something particu- | | 

larly well during training or employees value. 

on the job 


Characteristics of Instructors 


The success of any training effort will depend in large part on the teaching skills and 
personal characteristics of those responsible for conducting the training. What sepa- 
rates good trainers from mediocre ones? Often a good trainer is one who shows a 
little more effort or demonstrates more instructional preparation. However, training 
is also influenced by the trainer's personal manner and characteristics. Here is a short 
list of desirable traits: 


1. Knowledge of subject. Employees expect trainers to know their job or subject thor- 
oughly, Furthermore, they are expected to demonstrate that knowledge. 


2. Adaptability. Because some individuals learn faster or slower than others, the in- 
structor should be able to adapt to the learning ability of trainees. 


3. Sincerity. Trainees appreciate sincerity in trainers. Along with this, trainers need to 
be patient with trainees and tactfully address their concerns, 


4. Sense of humor. Learning can be fun; very often a point can be made with a story or 
anecdote. 
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5. Interest. Good trainers have a keen interest in the subject they are teaching; this 
interest is readily conveyed to trainees. 


6. Clear instructions. Naturally, training is accomplished more quickly and retained 
longer when trainers give clear instructions, 


7. Individual assistance. When training more than one employee, successful trainers 
always provide individual assistance. 


8. Enthusiasm. A dynamic presentation and a vibrant personality show trainees that 
the trainer enjoys training; employees tend to respond positively to an enthusiastic 
atmosphere. 1 


For training programs to be most successful, organizations should reward manag- 
ers who are excellent trainers. Too often managers are not recognized for their contri- 
butions to this important aspect of HRM. Likewise, good training specialists in the 
HR function should be recognized for their efforts. 


Phase 3: Implementing the Training Program 


Instructional methods are where “the rubber meets the road” in implementing a train- 
ing program. A major consideration in choosing among various training methods is 
determining which ones are appropriate for the KSAs to be learned. For example, if 
the material is mostly factual, methods such as lecture, classroom, or programmed in- 
struction may be fine. However, if the training involves a large behavioral component, 
other methods such as on-the-job training, simulation, or web or computer-based 
training (CBT) might work better. 16 

To organize our discussion of various training methods, we will break them down 
into two primary groups: those used for nonmanagerial employees and those used 
for managers, Keep in mind that many of the methods are used to train both types of 
employees. 


Training Methods for Nonmanagerial Employees 


A wide variety of methods are available for training employees at all levels. Some 
methods, such as classroom instruction, have long been used. Newer methods 
have emerged over the years out of a greater understanding of human behavior, 
particularly in the areas of learning, motivation, and interpersonal relationships. 
More recently, technological advances, computer hardware and software, the In- 
ternet, mobile devices, and so forth have resulted in training methods that in 
many instances are more effective and economical than the traditional training 
methods. 


On-the-Job Training 

By far the most common method used for training nonmanagerial employees is 
on-the-job training (OJT). By some estimates, 80-90 percent of employee learn- 
ing occurs via OJT. OJT has the advantage of providing hands-on experience un- 
der normal working conditions and an opportunity for the trainer—a manager or 
senior employee—to build good relationships with new employees. OJT is viewed 
by some to be potentially the most effective means of facilitating learning in the 
workplace.!” 


LEARNING OUTCOME 4 


What training methods 
have you personally ex- 
perienced? Which were 
most effective in your 
opinion, and why? 


on-the-job training 
(OJT) 

A method by which em- 
ployees are given hands-on 
experience with instructions 


from their supervisor or other 
trainer 
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Although it is used by all types of organizations, OJT is often one of the most 
poorly implemented training methods. Three common drawbacks are (1) the lack of 
a well-structured training environment, (2) poor training skills on the part of manag- 
ers, and (3) the absence of well-defined job performance criteria. To overcome these 
problems, training experts suggest the following: 


1, Develop realistic goals and/or measures for each OJT area. 


2. Plan a specific training schedule for each trainee, including set periods for evalua- 


tion and feedback. 
3. Help managers establish a nonthreatening atmosphere conducive to learning. 


4. Conduct periodic evaluations after training is completed to ensure employees have 
not forgotten what they have learned.!® 


Figure 7.6 shows the basic steps of an OJT program. KLM Royal Dutch Airlines 
uses on-the-job training to train its cabin attendants. The airline started a program 
that places cabin attendant trainees in the classroom for a certain period and then 
gives them additional training during an evaluation flight. On these flights, experi- 
enced cabin attendants provide the trainees with on-the-job training, based on a list of 
identified job tasks. Some tasks, such as serving meals and snacks, are demonstrated 


FIGURE 
7 H The PROPER Way to Do On-the-Job Training 


Prepare. Decide what employees need to be taught. Identify the best 
sequence or steps of the training. Decide how best to demonstrate these 
steps. Have materials, resources, and equipment ready. 


Reassure. Put each employee at ease. Learn about his or her prior 
experience, and adjust accordingly. Try to get the employee interested, 
relaxed, and motivated to learn. 


Orient. Show the employee the correct way to do the job. Explain why it is 
done this way. Discuss how it relates to other jobs. Let him or her ask lots 
of questions. 


Perform. When employees are ready, let them try the job themselves. Give 
them an opportunity to practice the job and guide them through rough 
spots. Provide help and assistance at first, then less as they continue. 


Evaluate. Check the employees’ performance, and question them on how, 
why, when, and where they should do something. Correct errors; repeat 
instructions. 


Reinforce and Review. Provide praise and encouragement, and give 
feedback about how the employee is doing. Continue the conversation and 
express confidence in his or her doing the job. 


Source: Scott Snell, University of Virginia. 
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during the actual delivery of services to passengers. Other tasks are presented to 
trainees away from passengers between meal service.” 


Apprenticeship Training 
An extension of OJT is apprenticeship training. With this method, individuals apprenticeship 
entering an industry, particularly in the skilled trades such as machinist, laboratory training 


technician, and electrician, are given thorough instruction and experience, both on A system of training in which 


and off the job. For example, Bonneville Power Administration and General Phys- a worker entering the skilled 
trades is given thorough 


ics Corporation developed an apprenticeship program for substation operators to instruction and experience, 
give employees both a strong technical foundation in the fundamentals of electric- both on and off the job, in 
ity and a hands-on ability to operate equipment within power substations. Ulti- ede 
mately, the program was also designed to help future electrical operators respond 
to emergencies. 
Apprenticeship programs originated in Europe centuries ago as part of its guild 
system and are still used extensively there. Germany alone has more than 350 kinds 
of accredited apprenticeships. College students generally become apprentices too, 
dividing their time between studying and gaining on-the-job experience.*! Typi- 
cally, the programs involve cooperation between organizations and their labor 
unions, between industry and government, or between organizations and local 
school systems. 
In the United States, tens of thousands of organizations have registered their pro- 
grams with the U.S. Department of Labor’s Bureau of Apprenticeship and Train- 
ing (BAT) and state agencies. Approximately two-thirds of apprenticeships are in 
the construction and manufacturing industries. However, there are apprenticeships 
available in a wide range of other industries, including the telecommunications, arts, 
and health fields. One apprenticeship program, which is based in Detroit and called 
Focus: HOPE, provides young, low-income, unemployed adults apprenticeship op- 
portunities to learn advanced manufacturing skills for high-tech jobs. The program's 
six-year curriculum integrates study in applied engineering and computer-integrated 
manufacturing along with on the-job training with the Computer Technology Indus- 
try Association and companies such as Cisco and Microsoft.” 
Generally, an apprentice is paid 50 percent of a skilled journey worker's wage to 
start with, but the wage increases at regular intervals as the apprentice’s job skills 
increase. When the apprentice successfully completes the apprenticeship, he or she 
becomes a certified journey-level worker earning full pay. According to BAT, many 
journey workers earn as much as college graduates, and some earn more.”? 


Cooperative Training, Internships, and Governmental Training 

Similar to apprenticeships, cooperative training programs combine practical on- cooperative 
the-job experience with formal classes. However, the term cooperative training is training 

typically used in connection with high school and college programs that incorpo- A training program that 
rate part- or full-time experiences. In recent years, there has been an increased ef- combines practical = 
fi d N h bi beach skill noa ith | on-the-job experience with 
ort to expand opportunities that combine on-the-job skill training with regular formal educational classes 
classroom training so that students can pursue either technical work or a college 

degree program. Many organizations, including Fannie Mae, Burger King, Cham- 

pion International, Cray, Inc., and the insurance company UNUM have invested 

millions of dollars in educational cooperative training programs in conjunction 

with public schools. 
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Apprenticeships 
are a good way to 
recruit and train 
employees. 


internship 
programs 


Programs jointly sponsored 
by colleges, universities, and 
other organizations that of- 
fer students the opportunity 
to gain real-life experience 
while allowing them to find 
out how they will perform in 
work organizations 


blended learning 


The use of multiple training 
methods to achieve opti- 
mal learning on the part of 
trainees 
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Internship programs, which 
we discussed in Chapter 5, are 
jointly sponsored by colleges, 
universities, and a variety of or- 
ganizations. The programs offer 
students the chance to get real- 
world experience while find- 
ing out how they will perform 
in work organizations, Orga- 
nizations benefit by getting 
student-employees with new 
ideas, energy, and eagerness to 
accomplish their assignments. 
Many universities and commu- 
nity colleges allow students to 
earn college credits on the basis 
of successful job performance 
and fulfillment of established 
program requirements. 

The federal government and 
various state governments have 
begun working together with 
private employers to sponsor a 
multitude of training programs 
for new and current employees 
at career centers nationwide. 
These One Stop career centers 
(sometimes called “Job Service” 
or “Workforce Development” centers) have enabled thousands of organizations to 
help local citizens get jobs and job training assistance. The One Stop centers were 
modeled on Minnesota's successful program to help workers find jobs, help employ- 
ers find qualified workers, and provide job training and other employment services 
all under one roof (hence the name One Stop). 3M, Northwest Airlines, Honey- 
well, and General Mills are just a few of the companies involved in the One Stop 


program.” 


runzelkorn/Shutterstock.com 


Classroom Instruction 

When most people think about training, they think about classrooms. Some of 
the advantages of classroom instruction relate to motivation and attendance. 
Have you ever taken a self-directed course that lacked a classroom setting? If so, 
you might have had a hard time completing it. As one professor put it, “When it 
comes to learning, just getting to class is half the battle.’ In addition, if a trainee 
experiences problems, a live instructor is generally in the best position to help the 
trainee. The classroom training method also lends itself particularly well to what 
is called blended learning, in which lectures and demonstrations are combined 
with other audiovisual material such as films, DVDs, videotapes, or computer and 
online instruction, Despite the rise of many other types of learning—electronic 
and otherwise—classroom instruction is still the number one training method, as 


Figure 7.7 shows.” 
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FIGURE 
7 7 Training Delivery Methods 


Small (10 to 999 employees) 
Instructor-Led 
Classroom Only 


Blended Learning (a combination 
of methods listed below) 


Virtual Classroom/Webcast Only 
(instructor from remote location) 


Online or Computer-Based 
Methods Only (no instructor) 


Social Networking Only (wikis, 

blogs, communities of practice) 

Moblie Only (cell phones, 
iPods, PDAs) | | I | 

0 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% 


Midsized (1,000 to 9,999 employees) 
Instructor-Led 
Classroom Only 
Blended Learning (a combination 
of methods listed below) 
Virtual Classroom/Webcast Only 
(instructor from remote location) 
Online or Computer-Based 
Methods Only (no instructor) 
Social Networking Only (wikis, 
blogs, communities of practice) 
Moblie Only (cell phones, 

iPods, PDAs) | | I | 
0 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% 


Large (10,000 or more employees) 


Instructor-Led 
Classroom Only 


Blended Learning (a combination 
of methods listed below) 


Virtual Classroom/Webcast Only 
(instructor from remote location) 


Online or Computer-Based 
Methods Only (no instructor) 


Social Networking Only (wikis, 

blogs, communities of practice) 

Moblie Only (cell phones, 
iPods, PDAs) | | | l | 

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% 


Source: Adapted from “2011 Industry Report,” Training 47, no. 6 (November-December 2010): 18-31. 
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Programmed Instruction 

Programmed instruction, which is also referred to as self-directed learning, utilizes 
books, manuals, or computers to break down content into sequences for employees 
to learn at their own pace. After being presented with a small segment of informa- 
tion, the trainee is required to answer a question, either by writing in a response or 
selecting one on a computer. If the response is correct, the trainee is told so and is 
presented with the next step (or screen) in the material. If the response is incorrect, 
further explanatory information is given, and the trainee is told to try again. Trainees 
are actively involved in the instructional process, and the feedback and reinforcement 
provided them are immediate. 


Audiovisual Methods 

To teach skills and procedures for many production jobs, audiovisual devices can be 
used. For example, video recordings are often used to illustrate the steps in a proce- 
dure such as assembling electronic equipment or working with a problem employee. 
Trainers and trainees can view an on-the-spot recording and get immediate feedback. 
Golf and tennis coaches frequently record their students to let them see their mis- 
takes. CDs and DVDs allow trainees to access any segment of the instructional pro- 
gram, which is especially useful for individualized instruction when employees have 
different levels of knowledge and ability.”° 

When it is not possible to obtain video, audio recordings can be very valuable. For 
example, to instruct flight crew trainees, airlines might play actual cockpit tapes re- 
corded on airplanes involved in accidents. After listening to the recordings, the train- 
ees discuss the behavior of the crew during the crisis. By listening to the recorded 
statements of others and observing their failure to operate as a team, pilot trainees 
better understand how to balance their sense of self-reliance with an ability to listen 
to their superiors and subordinates. 

Teleconferencing and videoconferencing allow an instructional program to be 
transmitted to many locations simultaneously and permit trainees to interact with 
one another. Electronic Data Systems has used teleconferencing to train its employ- 
ees wherever they are in the world rather than having them travel to one location. The 
company conducted a “coaching skills for leaders” program that was disseminated to 
1,500 managers in 41 countries via teleconferencing. 

Web conferencing is used to conduct live meetings or presentations over the In- 
ternet. During a web conference, trainees sit at their own computers and are con- 
nected to other participants via the web. To attend the conference, they simply 
enter a website address and also dial in to a 1-800 number to talk to one another 
and the trainer via phone. A webinar is a one-way conference, from the speaker to 
the audience with limited audience interaction. A number of organizations are also 
using podcasts to provide their employees, such as sales reps, with information on 
the go. Podcasts allow reps to learn about new products while they are in the field 
rather than having to take time off to travel to corporate headquarters to get the 
information. 


Simulation Method 

Sometimes it is either impractical or unwise to train employees on the actual equip- 
ment used on the job. An obvious example is training employees to operate aircraft, 
spacecraft, and other highly technical and expensive equipment. The simulation 
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method emphasizes realism in equipment and its operation at minimum cost and 
maximum safety. 

Southwest Airlines boasts perhaps the most technologically advanced flight simu- 
lator in the airline industry: a $10.8 million full-motion Boeing 737-700 unit housed 
in an 110,000-square-foot flight operations training center adjacent to Southwest's 
headquarters at Dallas's Love Field. The facility can house up to six 737 simulators 
and can train up to 300 pilots at one time. Facing a serious worker shortage, the Fed- 
eral Aviation Administration developed a sophisticated simulator to dramatically 
speed up the training of air traffic controllers, a process that used to take as long 
as five years, Variables such as wind speed, precipitation, and the number of airplanes 
to be guided can be adjusted on the simulator to test the ability of trainees. Trainees 
who do poorly in certain situations are then targeted for additional training in those 
areas. Simulators that represent human patients are being integrated into medical 
training as well,” 

The distinction between simulation and computer-based training has blurred. 
For example, a simulation developed by Wicat in partnership with Airbus and 
Singapore Airlines runs on a PC and replicates a cockpit with control displays and 
throttle/flap controls. Even though the PC-based simulation is relatively inexpen- 
sive, it is powerful. Pilots are taken through a self-paced program that simulates 
“taxi, takeoff, climb, cruise, descent, approach, landing, and go-around.” To train 
its forklift operators, the aluminum company Alcoa uses a computer simulation 
called Safedock, developed by Etcetera Edutainment. In the simulation, trainees 
perform common tasks such as moving loads from one end of a loading area to the 
other. If a trainee makes a wrong move, he or she instantly sees the consequences: 
the forklift might end up driving off the dock or crashing into another forklift.”® 
These types of technologies are making it easier to offer training in new and dif- 
ferent ways. 


E-Learning 
The training methods we just discussed are evolving into what trainers today refer 

to as e-learning. E-learning covers a wide variety of applications such as web and e-learning 
computer-based training (CBT), and social networks. It includes the delivery of con- Learning that takes place via 
tent via the Internet, intranets and extranets, mobile devices, DVDs, CD-ROMs, electronic media 

MP3 players, and even “virtual classrooms” found in the gaming platform Second 
Life. Today one of every three hours of training is delivered via some form of technol- 
ogy, and companies are reporting that they are saving anywhere from 30 to 70 percent training 

on their training costs by doing so. Training delivered to trainees 

E-learning transforms the learning process in several ways. First, as we have said, when and where they need 
it allows the firm to bring the training to employees rather than vice versa, which is itto do their jobs, usually via 
generally more efficient and cost-effective. The nuclear power plant industry is a case computer OF the: internet 
in point: Nuclear power plant training is frequent and time-consuming. For work- 
ers just to remove their protective gear and commute to a separate train- 
ing venue can take an hour or more. One nuclear power company that 
switched to e-learning reported that it saved nearly $1 million and 10,000 
employee hours in just one year by doing so. 

E-learning also allows companies to offer individual training compo- 
nents to employees when and where they need them. This type of training, 
which is referred to as just-in-time training, helps alleviate the boredom 
trainees experience during full-blown training courses, and employees are 


just-in-time 


Using the INTERNET 
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more likely to retain the information when they can immediately put it to use. Cisco 
has thousands of online training videos employees can download off the company’s 
intranet as needed,* Microsoft's product experts have created hundreds of short au- 
dio and video podcasts the company’s sales professionals can download on their mo- 
bile devices as they need them. The company realized that full-blown training courses 
pulled people away from making sales, and that with so many products continually 
being launched, it was difficult for them to keep up to date if they had to take fre- 
quent training sessions. Also, employees didn’t remember the training if they could 
not put it to use immediately, °! 

Communities of practice is a new but growing type of training that allows people 
to share knowledge and collaborate with one another via social networking tools. 
Blogs and wikis—sites where people can post information as they can on Wiki- 
pedia—are examples of the tools used to facilitate learning via the communities 
of practice method. The U.S. Army has a communities of practice site. When sol- 
diers were having problems using a grenade launcher, a unit commander posted a 
question on the site. Shortly thereafter, someone who had experienced a similar 
problem posted a simple solution. The Cheesecake Factory restaurant chain trains 
employees by letting them upload and share video snippets on job-related topics, 
including how to prepare certain foods and provide good customer service. The 
consulting firm Accenture has a communities of practice site that allows employees 
to vote for the best answers.” 

E-learning systems need not be overly expensive. Many e-learning training pro- 
grams use existing applications employees are familiar with such as PowerPoint, 
Word, Adobe Acrobat, and audio and video files that can be easily uploaded and 


viewed or listened to online with any web browser. 


Learning Management Systems 
Organizations combining their e-learning, employee assessment tools, and other 


learning man- training functions into electronic learning management systems (LMS), custom 
agement system built for them by software vendors. Using the software, managers can assess the 
(LMS) skills of employees, register them for courses, deliver interactive learning modules 
Online system that provides directly to employees’ desktops when they need or want them, evaluate and track 
a variety or assessment, their progress, and determine when they are ready to be promoted. Purchasin 

communication, teaching, P 8 ya ai W ya Á ady P * 4 a 8a 
and learning opportunities learning management system does not alleviate HR personnel and a firm's man- 


agers from conducting a thorough needs assessment, however—especially because 
the systems are costly. After conducting a thorough needs analysis, managers have 
to then research vendors, ask them to conduct demonstrations, get bids from them, 
and ultimately choose the type of systems that will work best. 


Methods for Management Development 


Many of the methods used to train front-line employees are also used to train su- 
pervisors and first-level managers. But other methods are used primarily to im- 
prove the preparation and development of mid- to senior-level managers. Over the 
past decade, the importance of management development has grown because so 
many experienced baby boomer managers have begun retiring and firms are hav- 
ing a hard time replacing the expertise they provided. In one study cited in an 
American Society of Training and Development paper, 70 percent of companies 
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reported moderate to major leadership shortages, and many expected the problem 
to get worse.*? 


On-the-Job Experiences 

Some skills and knowledge can be acquired just by listening and observing or by 
reading. But others must be acquired through actual practice and experience. Because 
they present managers with opportunities to perform under pressure and to learn 
from their mistakes, on-the-job development experiences are some of the most pow- 
erful and commonly used techniques. The following are methods for providing on- 
the-job experiences. 


1. Coaching involves a continuing flow of instructions, comments, and suggestions 
from the manager to the subordinate. (Mentoring, discussed in Chapter 5, is a sim- 
ilar approach to personal and informal management development.) 


2. Understudy assignments groom an individual to take over a managerial job by giv- 
ing trainees experience in handling important functions of the job. 


3. Job rotation and lateral transfers provide trainees with a variety of work experiences 
and broaden the understanding they need to manage people more effectively. 


4. Special projects and junior boards give trainees an opportunity to study an organiza- 
tions challenges, make decisions, and plan and work on new initiatives. 


5. Action learning is a training method whereby trainees work full-time on 
projects with others in the organization and then discuss with them the as- 
pects that went right and wrong. In some cases, action learning is combined 
with classroom instruction, conferences, and other types of blended learning 
opportunities. 


6. Managerial staff meetings enable participants to become more familiar with the 
problems and events occurring outside their immediate areas by exposing them to 
the ideas and thinking of other managers. 


7. Planned career progressions (discussed in Chapter 5) utilize all these different methods 
to provide employees with the training and development necessary to progress through 


a series of jobs requiring higher and higher levels of knowledge and/or skills.>4 


Although these methods are used most often to develop managers for higher-level 
positions, they also provide valuable experiences for those who are being groomed for 
other types of positions in the organization. While on-the-job experiences constitute 
the core of management training and development, other off-the-job methods of de- 
velopment can be used to supplement these experiences. 


Seminars and Conferences 

Seminars and conferences, like classroom instruction, are useful for bringing groups 
of people together for training and development. In terms of developing managers, 
seminars and conferences can be used to communicate ideas, policies, or procedures, 
but they are also good for raising points of debate or discussing issues (usually with 
the help of a qualified leader) that have no set answers or resolutions. For this reason, 
seminars and conferences are often used when attitude change is a goal. 
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Outside seminars and conferences are often conducted jointly with universi- 
ties and consulting firms. The construction and mining equipment manufacturer 
Caterpillar is one company that, in conjunction with an outside consulting firm, has 
developed a training program to groom new managers. The challenge for Caterpil- 
lar is to get enough leaders and managers in place to effectively run the company by 
2020. To meet this challenge, Caterpillar launched a leadership development initia- 
tive through its Caterpillar University of Leadership. The effort began with a series 
of high-level meetings and strategy sessions, Out of those meetings eleven char- 
acteristics were identified that the company seeks in its managers and leaders. So 
far, thousands of managers and executives have gone through the program, which 
is designed to help them become more self-aware as managers and develop their 
financial management skills and abilities to better formulate strategies to increase 
Caterpillar’s global competitiveness. Associations and third-party organizations, 
such as the American Management Association, the Conference Board, and the 
Center for Creative Leadership, also offer many different types of management 
seminars.’ 


Case Studies 

A particularly useful method used in classroom learning situations is the case study. 
The FBI's Integrated Case Scenario method is used as part of a 16-week training 
program for all new FBI agents. Using documented examples, case-study partici- 
pants learn how to analyze (take apart) and synthesize (put together) facts, become 
conscious of the many variables on which management decisions are based, and, in 
general, improve their decision-making skills. Experienced educators and trainers 
generally point out that the case study is most appropriate when: 


1, Analytic, problem-solving, and critical thinking skills are most important. 
2. The KSAs are complex, and participants need time to master them. 
3. Active participation is desired. 


4. The process of learning (questioning, interpreting, and so on) is as important as 
the content. 


5. Team problem-solving and interaction are possible.*® 
Figure 7.8 provides a set of guidelines for when and how to conduct case studies. 


Management Games and Simulations 

Games are now being widely used as a management development method. Gener- 
ally, player-managers are faced with the task of making a series of management de- 
cisions affecting a hypothetical organization. The effects that every decision has on 
each area within the organization can be simulated with a computer program. IBM 
has developed a video game called Innov8 that trains managers in hypothetical situa- 
tions. The company developed the game after its research showed that employees who 
play online multiplayer games were better at assessing risks, gathering information, 
and making decisions.*” At Marriott International, a computer program called Busi- 
ness Acumen has been used to train its non-U.S. property-level managers on the finer 
points of hotel operation. The program simulates hotel operations scenarios such as 
budgetary decisions.’ 
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FIGURE 
7 8 Case Studies 


When Using Case Studies ... 


Decide which goals can best be achieved by using case studies. 
Identify available cases that might work or consider writing your own. 
Set up the activity—including the case material, the room, and the schedule. 


Give all participants a chance to take part in the discussions and activities and try to keep 
the groups small. 


Bridge the gap between the theories presented in case studies and how they can actually 
be put into practice in your organization. 


Source: Adapted from Albert A. Einsiedel, Jr., “Case Studies: Indispensable Tools for Trainers,” Training and 
Development (August 1995): 50-53. 


Simulations do not always require a computer, however. Motorola developed a 
noncomputer-based game called “Equal Employment Opportunity: It’s Your Job” to 
teach the basic principles of equal employment opportunity. The players get caught 
up in the competitive spirit of a game and at the same time absorb and remember 
government regulations. They also become aware of how their own daily decisions 
affect their employer's compliance with these regulations.* 

In addition, games and simulations are being used to help the managers of govern- 
ment agencies such as the Federal Emergency Management Agency better respond 
to crises. The company Presagis, for example, has developed computer software that 
simulates a chemical cloud over a replication of an actual city. During the training, the 
cloud can move and grow, challenging emergency response officials to dynamically 
change their emergency responses. 


Role-Playing 
Role-playing consists of playing the roles of others, often a supervisor and a subor- 
dinate who are facing a particular problem, such as a disagreement or a performance 
problem. By acting out another's position, participants in the role-playing can im- 
prove their ability to understand and cope with others. Role-playing is used not only 
for managers, but also to train salespeople to question customers to understand their 
needs for goods and services. Health care professionals also engage in role-playing to 
learn to be empathetic and sensitive to the concerns of patients. At Virgin America, 
via role-playing exercises, new employees lean how to keep their cool when dealing 
with irate or unruly passengers.“ We push our role-playing to the limits,” says Patrick 
Cournoyer, Virgin America’s manager of in-flight training 

At times, participants may be hesitant to engage in role-play exercises. Successful 
role-playing takes planning, Instructors should do the following: 


1, First ensure that members of the group have gotten to know one another. In other 
words, do not make a role-play the first activity in a training session. 


2. Prepare the role-players by introducing a specific situation. 
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3. Realize that volunteers make better role-players. 


4. Prepare the observers by giving them specific tasks, such as evaluating the role- 
play and offering feedback once it is over. 


5. Guide the role-play enactment through its bumps (because it is not scripted). 
6. Keep it short. 
7. Discuss the enactment and prepare bulleted points of what was learned,“ 


Role-playing is a versatile teaching model, applicable to a variety of training ex- 
periences. Planned and implemented correctly, role-playing can bring realism and 
insight into dilemmas and experiences that otherwise might not be shared, Com- 
puter programs that simulate role-playing have also been developed. Virtual Leader, 
a product by SimuLearn, is one such program: Management trainees interact with 
animated “employees’—some of whom are more cooperative than others. The train- 
ees are then given feedback as to how well they applied their managerial skills to 
each situation. 


Behavior Modeling 
One technique that combines several different training methods, and therefore multi- 
behavior modeling ple principles of learning, is the behavior modeling technique. Behavior modeling con- 


An approach that demon- sists of four basic components: 

strates desired behavior and ; f o , , 

gives trainees the chance 1. Learning points. At the beginning of instruction, the goals of the program are out- 
oe lined. In some cases, the learning points are a sequence of behaviors that are to be 
feedback taught. For example, the learning points might describe the recommended steps 


for giving employees feedback. 


2. Modeling. Participants view videos in which a model manager is portrayed dealing 
with an employee in an effort to improve his or her performance. The model shows 
specifically how to deal with the situation and demonstrates the learning points. 


3. Practice and role-play. Trainees then rehearse the behaviors demonstrated by the mod- 
els, The greatest percentage of training time is spent in these skill practice sessions. 


4. Feedback and reinforcement. As the trainee’s behavior increasingly resembles that 
of the model, the trainer and other trainees reinforce the behavior with praise, ap- 
proval, encouragement, and attention. Digitally recording the sessions can also be 
very instructive. 


Behavior modeling seems to work, according to various studies. The train- 
ing can help managers better interact with employees, administer discipline, 
introduce changes, and increase their productivity. Military training is a classic 
example of how behavior modeling can work. Drill sergeants model the behavior 
expected of new recruits, who, in turn, by emulating them, develop discipline and 
confidence.*” 


Tuition Assistance Programs 


About half of all large corporations offer their employees tuition assistance if they 
take courses related to the firms’ businesses. For example, managers or would-be 
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managers might be reimbursed for taking post-graduate classes such as MBA courses 
or other courses related to their professional development. Tuition assistance pro- 
grams, which are generally administered through a company’s HR department, offer 
employees the opportunity to further integrate their educational credentials with 
their career plans. A study conducted by Motorola showed that for every $1 invested 
in learning (education and/or training), about $10 came back in productivity for 
the corporation.*? The terms of the programs vary as do the amounts employees 
are reimbursed annually. Sometimes the amount of reimbursement depends on the 
grade an employee earns in class. Also, companies often require employees who are 
reimbursed for courses to remain with their firms for a certain amount of time after 
completing the courses. 


Corporate Universities 


It’s not unusual for large corporations to have their own “universities” where they 
train their employees and future managers. We mentioned earlier in the chapter that 
Caterpillar has its own leadership university. Hamburger University operated by 
McDonald's Corporation in a suburb of Chicago is probably the best known cor- 
porate university. General Electric is renowned worldwide for its training programs. 
The company has a 53-acre training campus 35 miles north of New York City, where 
about 10,000 people attend classes each year. Most are GE employees, but about 7 to 
10 percent are customers. The Campbell’s Soup Company operates Campbell Uni- 
versity, which features a two-year program focused on personal leadership develop- 
ment for both aspiring and seasoned managers. Candidates are nominated by their 
business unit presidents or functional leaders. 


Tens of thousands 
of managers and 
owner/operators of 
McDonald's franchises 
have been trained at 
Hamburger University 
outside of Chicago. 


Tannen Maury/Bloomberg/Getty Images 
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Phase 4: Evaluating the Training Program 


Training, like any other HRM function, has to be evaluated to determine its 
LEARNING OUTCOME 5 effectiveness. A variety of methods are available to assess the extent to which a firm's 


Are the outcomes of training programs improve learning, affect behavior on the job, and impact the 
training always measur- bottom-line performance of an organization. Unfortunately, many organizations do 
able in your opinion? not adequately evaluate their training programs. But this is changing, Today, human 
Why or why not? resources departments are under pressure to calculate the return on their firms’ train- 


ing investment dollars. We will explain how this is done later in this section. 

Figure 7.9 shows that four basic criteria are available to evaluate training: (1) reac- 
tions, (2) learning, (3) behavior, and (4) results. Some of these criteria are easier to 
measure than others, but each is important in that it provides different information 
about the success of the programs. The combination of these criteria can give a total 
picture of the training program in order to help managers decide where problem areas 
lie, what to change about the program, and whether to continue with a program.** 


Criterion 1: Reactions 


One of the simplest and most common approaches to evaluating a training program 
is assessing participants’ reactions. Happy trainees will be more likely to want to fo- 
cus on training principles and to utilize the information on the job. Trainees can do 
more than tell you whether they liked a training program. They can give insights into 
the content and techniques they found most useful. They can critique the instructors 
or make suggestions about participant interactions, feedback, and the like. Potential 
questions might include the following: 


a What were your learning goals for this program? 
a Did you achieve them? 


a Did you like this program? 
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= Would you recommend it to others who have similar learning goals? 
= What suggestions do you have for improving the program? 


a Should the organization continue to offer it? 


While evaluation methods based on reactions are improving, too many conclusions 
about training effectiveness are still based on broad satisfaction measures that lack 
specific feedback. Furthermore, it should be noted that positive reactions are no guar- 
antee that the training has been successful. It may be easy to collect glowing com- 
ments from trainees, but as gratifying as this information is, it may not be useful to 
the organization unless it translates into tangible, improved on-the-job performance 
based on the firm's strategic goals, In the final analysis, reaction measures should not 
stop with assessing the training’s entertainment value.” 


Criterion 2: Learning 


Beyond what participants think about the training, it might be a good idea to see 
whether they actually learned anything. Testing the knowledge and skills of train- 
ees before and after a training program will help determine their improvement. The 
skill and knowledge levels of employees who have undergone a training program can 
also be compared to employees who have not. Federal Express took this approach 
by studying twenty van drivers who attended a weeklong new hire training program. 
The company then compared the performance of these drivers with a control group 
of twenty drivers who had received only on-the-job training, FedEx found that the 
drivers who had been formally trained made fewer package processing errors, saving 
the company about $500 per trained driver.*® 


Criterion 3: Behavior 


You might be surprised to learn that much of what is learned in a training program 
never gets used back on the job. It is not that the training was necessarily ineffective. 
But for several reasons, trainees do not demonstrate behavior change back on the job. 
The transfer of training refers to how well employees apply what they have learned transfer of training 


to their jobs. To maximize the transfer of training, managers and trainers can take Effective application of 


several approaches: principles learned to what is 
PP required on the job 


1, Feature identical elements. Transferring the training to the job can be facilitated by 
having conditions in the training program come as close as possible to those on the 
job. For example, instead of verbally explaining a manufacturing process, it is bet- 
ter to demonstrate it on a factory floor. 


2. Focus on general principles, if necessary. When jobs change or the work environment 
cannot be matched exactly, trainers often stress the general principles behind the 
training rather than focusing on rote behavior. This approach helps trainees learn 
how to apply the main learning points to varying conditions on the job, 


3. Establish a climate for transfer. In some cases, trained behavior is not implemented 
because old approaches and routines are still reinforced by other managers, peers, 
and employees. To prevent this kind of problem, managers need to support, rein- 
force, and reward trainees for applying the new skills or knowledge. Oftentimes 
this requires firms to train their managers to actively embrace the strategic changes 
their organizations are seeking to implement. 
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4. Give employees transfer strategies. Particularly in settings that are not conducive to 
transfer, managers should also provide trainees with strategies and tactics for deal- 
ing with their transfer environment. One approach, called relapse prevention (RP), 
teaches individuals how to anticipate and cope with the inevitable setbacks they 
will encounter back on the job—that is, a relapse into former behaviors. By iden- 
tifying high-risk situations that jeopardize transfer and developing coping strate- 
gies, relapse prevention can help employees gain better control over maintaining 
learned behaviors.” 


There are several methods for assessing transfer of learned skills back to the job. 
At Xerox, for example, trainers observe trainees once they return to their regular po- 
sitions, interview the trainees’ managers about their progress later on, and examine 
their posttraining performance appraisals. 


Criterion 4: Results, or Return on Investment (ROI) 


As we have indicated, human resource managers are under pressure to show that 
their training programs produce “bottom-line” results.4* Most organizations today 
measure their training in terms of its return on investment (ROI), which is also 
sometimes referred to as the utility the firm gets for its training dollars. A company’s 
ROI refers to the benefits it derives from training its employees relative to the costs it 
incurs. HR managers are responsible for calculating and presenting these benefits to 
the company’s top managers, The benefits can include higher revenues generated, in- 
creased productivity, improved quality, lower costs, more satisfied customers, higher 
job satisfaction, and lower employee turnover. 

The following are the types of questions HR managers should try to answer as 
they calculate a training program's benefits: 


= How much did quality improve because of the training program? 
= How much has it contributed to profits? 


a What reduction in turnover and wasted materials did the company get after 
training? 


= How much has productivity increased, and by how much have costs been 
reduced? 


To answer these questions, HR managers use various types of data such as sales data, 
human resources and financial data, and employee survey and control group data gathered 
from various sources within the organization. Of course, the costs of the training program 
need to be measured, too. The ROI formula can then be calculated fairly simply: 


ROI = Results/Training Costs 


A firm's training costs include the various expenses it incurs related to the training, 
including the direct costs of the programs (materials, employee travel and meals, meet- 
ing site costs, equipment, trainers’ salaries or fees, and so on) as well as the indirect 
costs of the programs (participants’ salaries and the productivity they lose while they 
are attending the training). So, for example, if the ROI ratio of the training is >1, 
its benefits exceeds its cost; if the ROI ratio is <1, the costs of the training exceed 
the benefits. Highlights in HRM 2 shows some simple examples of ROI calculations. 
A firm's training ROI can also be measured in terms of how long it takes before the 
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? HIGHLIGHTS IN HRM 


Calculating Training ROI: Examples 


ROI = Results/Training Costs 


If the ROI ratio is >1, the benefits of the training program are greater than its costs. By contrast, the training pro- 
gram’s costs outweigh the benefits if the ratio is <1. 


Example 1: A program to train dental hygienists on a new process costs $15,000 to develop and implement. If the av- 
erage number of patients processed each year increased by 350 following the training, and the profit earned from each 
patient is $30, this results in an extra $10,500 as a result of the training. 


ROI = $10,500/$5,250 = 2 
Since the ROI is greater than 1, the training’s benefits outweigh its costs. 


Example 2: A program to train call-center representatives to better help customers troubleshoot their Internet con- 
nectivity problem costs a cable company $225,000. One year later, the number of customers who dropped their service 
due to connectivity problems fell by 1,250. The average profit earned from each customer per year is $150. This results 
in an additional $187,500 for the firm. 


ROI = $187,500/$225,000 = 0.83 


Since the ROI of the training was only .83, the costs of the program are greater than the benefits. 


Source: Adapted from Richard J. Wagner and Robert J. Weigand, “Can the Value of Training Be Measured? A Simplified Approach to Evaluating 
Training,” The Health Care Manager 23, no. 1 (January-March 2004): 71-78; Ron Drew Stone, “ROI Is Like a Box of Chocolates,” Chief Learning 
Officer (January 2011): 36; Howard Prager and Susan Vece, “Simplified ROI: Measuring What Matters Most,” Chief Learning Officer (November 
2009): 28. 


benefits of the training pay off. This analysis is done by adding the costs and dividing 
the benefits realized in a single month. The result will indicate the overall time re- 
quired for the training to pay for itself,“ 

Despite the emphasis on ROI today, some human resources experts think man- 
agers can get overly preoccupied with ROI calculations. Why? Because often the 
benefits of training can be intangible or take a long time to appear. Measuring partici- 
pants’ reactions can be done immediately, of course. However, measuring improved 
employee skills, customer satisfaction, and so forth can take somewhat longer, and 
factors other than training can also affect these measures. Finally, the development of 
groundbreaking new products or processes can also be sparked by training but take 
years to develop, making them hard to attribute to training. Developments such as 
these nonetheless can transform organizations. 

benchmarking 

Benchmarking The process of measuring 
Closely related to calculating the firm’s training ROI is the process of one’s own services and prac- 
benchmarking developmental services and practices against those of recognized lead- tices against The recognized 


a : . j , i leaders in order to identify 
ers in industry. While no single model for exact benchmarking exists, the simplest areas for improvement 
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models are based on the late W. Edwards Deming’s classic four-step process. The 
four-step process advocates that managers: 


1, Plan. Conduct a self-audit to define internal processes and measurements; decide 
on areas to be benchmarked, and choose the comparison organization. 


2. Do. Collect data through surveys, interviews, site visits, and/or historical records. 


3. Check. Analyze data to discover performance gaps and communicate findings and 
suggested improvements to management. 


4. Act. Establish goals, implement specific changes, monitor progress, and redefine 
benchmarks as a continuous improvement process. 


The American Society of Training has developed training benchmarks from hun- 
dreds of different companies to which other firms can compare the data on their 
training costs, staffing, administration, design, development, and delivery of training 
programs. Benchmarks such as these can help organizations evaluate their current 
and future training programs.”? Highlights in HRM 3 shows several aspects of train- 
ing that can be benchmarked against organizations considered superior in the train- 
ing function and how those aspects are calculated. 

As e-learning continues to change training, the benchmarks for it are also likely to 
change as well. For example, the extent to which learning content has been accessed, 
downloaded, and the ratings given it by users are likely to become new measures of 
how well a firm's training programs are working.’ Nonetheless, the key to improv- 
ing a training program’ effectiveness is continually evaluating it. The information 


HIGHLIGHTS IN HRM 


Benchmarking HR Training 


MEASUREMENT HOW TO CALCULATE 

Percent of payroll spent on training Total training expenditures + total payroll 

Training dollars spent per employee Total training expenditures + total employees served 

Average training hours per employee Total number of training hours (hours 3 participants) 4 total 
employees served 

Percent of employees trained per year Total number of employees receiving training + total employee 
population 

HRD staff per 1,000 employees Number of human resource development staff + total employee 
population 3 1,000 

Cost savings as a ratio of training Total savings in scrap or waste + dollars invested expenses in 
training 

Profits per employee per year Total yearly gross profits + total number of employees 

Training costs per student hour Total costs of training + total number of hours of training 
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generated by the evaluations then feeds back into Phase 1 of the training process as 
shown in Figure 7.2. BY tying the training closely to key performance metrics and 
then measuring the trainings impact against them, a firm will be in a better position 
to improve its programs over time.” 


Additional Training 
and Development Programs 


In addition to training that addresses the KSAs reflecting the demands of a particular 
job, many employers develop training programs to meet the special needs of employ- 
ees. In this final section, we summarize some of these programs, including orientation 
training and onboarding, basic skills training, team training and cross-training, ethics 
training, and diversity training. International training will be covered in Chapter 15. 


Orientation Training 


To get new employees off to a good start, organizations generally offer a formal ori- 
entation program. Orientation is the formal process of familiarizing new employees 
with the organization, their jobs, and their work units. Like training, which empha- 
sizes the what and the how, orientation often stresses the why. It is designed to in- 
fluence employee attitudes about the work they will be doing and their role in the 
organization. It defines the philosophy behind the organization's rules and provides a 
framework for job-related tasks, 

An organization's HR department ordinarily is responsible for coordinating orien- 
tation activities and for providing new employees with information about conditions 
of employment, pay, benefits, and other areas not directly under a supervisor's direc- 
tion. However, the supervisor has the most important role in the orientation pro- 
gram. New employees are interested primarily in what the supervisor says and does 
and what their new coworkers are like. 

Given the immediate and lasting impact of orientation programs, careful planning— 
with emphasis on program goals, topics to be covered, and methods of organizing and 
presenting them—is essential. In many cases, organizations devise checklists for use 
by those responsible for conducting the orientation so that no item of importance to 
employees is overlooked. The checklist would include such things as (1) an introduc- 
tion to other employees, (2) an outline of training, (3) expectations for attendance, con- 
duct, and appearance, (4) the conditions of employment, such as hours and pay periods, 
(5) an explanation of job duties, standards, and appraisal criteria, (6) safety regulations, 
(7) a list of the chain of command, and (8) an explanation of the organization's purpose 
and strategic goals. Highlights in HRM 4 shows the types of materials new hires can 
be given and the various steps that can ease their transition into the workplace.”? To 
be sure no materials are forgotten, companies often post orientation materials on their 
intranets and then provide new hires with passwords to access the sites. 

Some organizations combine orientation programs with computer-based training. 
Macy’s cut its orientation training time in half this way, orienting 2,500 new employ- 
ees in just six weeks. New hires at SumTotal Systems, an e-learning company based in 
Bellevue, Washington, go online for virtual tours of the company’s various departments, 
with introductions to company leaders sprinkled throughout. Of course, these types of 
programs supplement—but do not replace—the value of face-to-face orientation.” 


LEARNING OUTCOME G 


To what extent do 
firms need to utilize 
additional training pro- 
grams? Does it depend 
upon the type of firm 
or the types of employ- 
ees who need training? 


orientation 


The formal process of famil- 
iarizing new employees with 
the organization, their jobs, 
and their work units 
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HIGHLIGHTS IN HRM 


Checklist for Orienting New Employees 


Orientation Items 

e Welcome information outlining the company background’s, corporate vision, and mission statement 

e Map of the facility, including parking information 

e Computer passwords, security cards, and parking decals 

e Current organizational chart 

e Information about where to find the firm’s corporate news, intranet sites, and bulletin boards 

e Telephone numbers, e-mail addresses, and locations of key personnel and help desk personnel 

e A copy of the employee's specific job goals and job description 

e Lists of unique terms in the industry, company, and job 

e Training class schedules 

e Safety and emergency procedures 

e The organization’s policy handbook, including the firm’s EEOC policies, office hours, dress code, vacation, and 
e-mail and Internet-use rules 

e List of employee benefits, including insurance plans 

e Holiday schedule 


Follow-Up Activities 

e Ensure that employee has completed the required paperwork, including benefit enrollment forms 
e Revisit the employee’s performance standards 

e Schedule the first performance appraisal meeting 


Onboarding 
onboarding Onboarding is the process of systematically socializing new employees to help them 
The process of systemati- get “on board” with an organization. Onboarding goes beyond just orienting new em- 


cally patel new employ- ployees to their new environments. It brings them into the organization's fold so that 
ube ae ee they truly feel as if they are a part of it. This is important because new hires are at a 
high risk of quitting. 

Many new hires quit their jobs not because they cannot handle the tasks related to 
them but because they are going through culture shock within their new organiza- 
tions. When new hires quickly quit, companies often have to begin recruiting, inter- 
viewing, and screening candidates all over again. The best recruiting and selection 
processes are therefore of little value if a firm is not able to retain the people it hires. 
The more time and effort spent in helping new employees feel welcome, the more 
likely they are to identify with the organization and become valuable members of it. 

To help new hires avoid culture shock, some companies make video and pod- 
casts available to new hires before they even begin work, The mission and goals of 
an organization, a mini-tour of its facilities, and interviews with current employees 
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talking about what they like about the organization are featured. Executives are often 
featured as well, which helps new hires develop an early understanding of who's who 
in the organization. 

It is also common practice for supervisors or other managerial personnel to recruit 
coworkers to serve as volunteer “sponsors,’ or mentors, for incoming employees. In 
addition to providing practical help to newcomers, experienced colleagues represent 
an important source of information about the norms and nuances of the work group, 
the culture of the organization, and what it expects from its employees. These rela- 
tionships are vital to the socialization of new employees and contribute significantly 
to their long-term success within the organization. 

Southwest Airlines approaches onboarding as a welcoming party. “It was so much 
fun and so informative. [ The company] stresses that we are a family, so when I speak of 
Southwest Airlines, I will only speak in terms of we and not they,” remarked one eager 
new employee after Southwest's onboarding process.’ New employees always start 
on Fridays at CityMax.com, a build-your-own-website service in Vancouver, British 
Columbia. On Fridays, the work is less hectic, people are in a better mood and more 
relaxed, and everyone has time to introduce him- or herself.*° 


Basic Skills Training 


Remedial training for adults has grown to be a full-blown educational industry on 
which businesses now spend billions of dollars annually. A report by the National 
Endowment for the Arts recently concluded that employers ranked the lack of read- 
ing and writing skills as the top deficiencies in new hires, Although literacy levels to- 
day are similar to what they were in 1970, the economy has changed drastically since 
then. Most U.S. workers today need to be able to read and analyze complex, often 
very technical material to succeed. “Jobs that don’t have much in the way of skills have 
moved out of the United States or are not living-wage jobs,’ says Timothy Shanahan, 
the past president of the International Reading Association and a professor of ur- 
ban education and reading at the University of Illinois at Chicago, Companies are 
also saying their employees need help with emotional skills such as persistence, self- 
discipline, and self-awareness.” 

As the baby boom generation retires, the situation will only be exacerbated. 
Businesses report that they are already having a harder time finding workers with 
the basic skills they seek. Many businesses say it is their top problem. A list of typical 
basic skills employees need includes the following: 


= Reading a Problem-solving 

= Writing a Managing oneself/self- discipline 
= Computing = Knowing how to learn 

= Speaking a Working as part of a team 

= Listening = Leading others 


Ford, Polaroid, United Technologies, and AT&T are among the many companies 
who now offer remedial courses to their employees, many of which are conducted in- 
house. A number of states offer businesses tax credits for conducting remedial train- 
ing (and other types of training) for their employees.*® Recognizing that the skills 
gap is increasing, colleges and companies have begun teaming up to bridge the gap. 
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For example, Pierce College, a two-year college in California (which had previously 
concentrated on preparing students for four-year colleges), now provides remedial 
instruction to employees at the offices of more than thirty companies in the San 
Fernando Valley area, where the college is located.>? To implement a successful pro- 
gram in basic and remedial skills, managers should do the following: 


1, Explain to employees why and how the training will help them in their jobs. 
2. Relate the training to the employees’ goals. 
3. Respect and consider participants’ experiences, and use these as a resource. 


4. Use a task-centered or problem-centered approach so that participants “learn by 


doing.” 


5. Give employees feedback on their progress toward meeting their learning 
objectives. 


The key to developing a successful basic skills program is flexibility, reinforcing the 
principle of individual differences while acknowledging the reality of work and family 


constraints, 


Team Training and Cross-Training 


As we discussed earlier in the book, organizations rely on teams to help them attain 
their strategic and operational goals. Whether the team is an aircrew, a research team, 
or a manufacturing or service unit, the contributions of the individual members of 
the team are not only a function of the KSAs of each individual, but also of the inter- 
action of the team members. The teamwork behaviors of effective teams are shown in 
Figure 7.10. 

Coca-Cola's Fountain Manufacturing Operation (which makes the syrup for Coke 
and Diet Coke) developed team training for its manufacturing employees. The pro- 
gram focused on three skill categories: (1) technical, (2) interpersonal, and (3) team 
action. The technical component, called Four-Deep Training, meant that each indi- 
vidual should learn four different jobs to allow for team flexibility. The interpersonal 
skills component, called Adventures in Attitudes, focused on listening, conflict reso- 
lution, influence, and negotiation. Team action training focused on team leadership, 
management of meetings, team roles, group dynamics, and problem-solving—all 
skills needed to function effectively as a team. The training not only increased quality 
and customer satisfaction, but has also helped decrease costs and set up a model for 
preparing employees for the future. 


cross-training Closely related to team training is cross-training. Cross-trained employees learn 
The process of training em- how to do different jobs within an organization as well as their own. Part of the mo- 
ployees to do multiple jobs tivation for cross-training is that it gives firms flexible capacity. Workers can be dy- 


within an organization ‘ i i pe 
3 namically shifted when and where they are needed, unlike specialized workers and 


equipment, which cannot. Moreover, by keeping workers interested and motivated, 
cross-training can cut turnover, increase productivity, pare down labor costs, and lay 
the foundation for careers rather than dead-end jobs. For example, at Boston's The 
Gourmet Pizza, employees begin cross-training their first day on the job. Staffers run 
through every function in the back and front of the restaurant and then plot their own 
course of cross-training. If they are interested in the bar, they have the opportunity 
to work there in various positions; those who want to become managers or franchise 
owners learn the entire operation, a process that takes eight to twelve months.°! 
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FIGURE 
eam Training Skills 
7 10 Te Training Skill 


BEHAVIOR DYNAMICS 


e Member communications 
e Conflict resolution 

e Building trust 

e Establishing norms 

e Handling difficult members 
e Diversity awareness 

e Team development stages 
e Team issues/concerns 

e Team benefits 

e Features of good teams 

e Negotiations 


Source: George Bohlander and Kathy McCarthy, “How to Get the Most from Team Training,” National Productivity 
Review (Autumn 1996): 25-35 


Cross-training represents a shift from Henry Ford's assembly line production to 
flexible production. Some companies are using cross-training to keep their workers 
and plants in the United States versus offshoring them. Pace Worldwide, a Maryland- 
based company that sells soldering equipment, watched all of its competitors move 
offshore. To keep up with the productivity of its low-cost rivals abroad, Pace grouped 
workers into teams and trained each team to build an entire product as well as different 
products. “Some of the people could only do certain things, and if they had no work, 
they would just sit and wait,” said one Pace manager. “Now they have ownership of it 
all.’ Employees have an incentive to learn because their hourly wages get bumped up as 
they master more skills, Now Pace builds products to meet actual customer demand, 
rather than storing inventory, which is more costly, and it has been able to shorten its 
production times and move its operations into one building versus two, In addition to 
making them more productive, research shows that cross-training gives employees the 
“big picture,’ making them more creative and better problem-solvers.™ 


Ethics Training 


Ethics training became more prevalent in companies following the high-profile cor- 
porate scandals such as those that occurred at Enron in 2001. Corporate scandals 
are, of course, not new to the twenty-first century. What is new is a recent increase 
in the funding for the Department of Justice, the Department of Labor, the EEOC, 
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and other agencies to investigate wrongdoing by employers. The most common forms 
of ethics violations, such as harassment, health and safety, and wage-and-hour viola- 
tions, are related to employment laws. One study found that the problem gets worse 
in difficult economic times as companies try to cut costs. 

Government contractors and subcontractors with contracts that last for 120 days 
or more and are more than $5 million are required by law to have business ethics 
codes and compliance policies and procedures. Other organizations are not legally 
required to. However, in the event of a violation, those that have “effective programs 
to prevent and detect violations of law” will face reduced penalties under U.S. federal 
sentencing guidelines. 

Top managers play a key role in terms of ethics training because employees take 
their cues from them and mirror their behavior. Thus, a firm’s top executives and 
managers should behave in accordance with their companies’ values. If this does not 
happen, no ethics training program within a company can be effective. Senior manag- 
ers should also broach the topic of ethics often in their speeches and presentations, 
and a company’s ethics training should be a part of the new employee orientation. 
In addition, a firm’s current employees need to undergo ethics training at regular 
intervals. 

Workers who are responsible for areas that expose them to ethical lapses are likely 
to require special training. Employees who do the purchasing for their firms are one 
example. Likewise, some firms offer special training to their overseas personnel who 
work in countries in which corruption and bribery are prevalent. (We will talk more 
about bribery in Chapter 15, which covers international topics.) Bringing in an out- 
side expert trained in ethics or values-based management can be helpful as can sur- 
veying employees, managers, and sometimes even customers about what they believe 
the ethical state of their companies are and where improvements could be made. 

Other efforts a firm can take to ensure employees at all levels are behaving ethically 
and legally include establishing toll-free ethics hotlines and secure e-mail addresses 
where employees can confidentially report violations they have noticed. Some 


chief ethics officer firms go so far as to appoint chief ethics officers—high-ranking managers directly 
A high-ranking manager di- responsible for fostering the ethical climate within their firm. Highlights in HRM 5 
rectly responsible for foster- contains some additional sources human resource managers can turn to in order to 
ing the ethical climate within : Mae 

the firm develop ethics training programs. 


Diversity Training 

Two out of three U.S. companies have broadened their diversity programs because of 
increasing globalization, according to a survey of 1,780 human resources and train- 
ing executives by the Boston-based consulting firm Novations/J. Howard & Associ- 
ates. Of those that have not done so, most expect to update diversity efforts in the 
near future. In addition to globalization, the increased emphasis on diversity training 
has been sparked by an awareness of the varied demographics of the workforce, chal- 
lenges of affirmative action, dynamics of stereotyping, changing values of the work- 
force, and potential competitive payoffs from bringing different people together for a 
common purpose. There are basically three types of diversity training: (1) awareness 
building, which helps employees appreciate the benefits of diversity, and (2) train- 
ing to prevent discrimination and harassment, and (3) skill building, which provides 
employees with the KSAs necessary for working with people who are different from 
them. For example, a skill-building diversity program might teach managers how to 
conduct performance appraisals with people from different cultures or teach male 
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supervisors how to coach female employees toward better career oppor- Using the INTERNET 
tunities. All of the diverse dimensions—race, gender, age, disabilities, life- 


styles, culture, education, ideas, and backgrounds—should be considered The focus of GE’s commitment 
in the design of a diversity training program. Diversity issues related to to leadership development is 
age are becoming more commonplace. According to a 2011 survey by the the John F. Welch Leadership 
Society of Human Resources, nearly 60 percent of firms are saying they Center at Crotonville, New 
are now training managers to respond to generational differences in the York, the world’s first major 
workplace. corporate business school. 


To find information about the 
development programs offered at 
the center, go to 


www.cengagebrain.com 


Likewise, following a couple of highly publicized incidents of intoler- 
ance, the San Francisco 49ers football team underwent diversity training. 
In 2002, 49ers running back Garrison Hearst said in a newspaper in- 
terview that he would never accept a gay teammate. Lindsey McLean, a 


4) HIGHLIGHTS IN HRM 


Additional Ethics Training Resources 


The following organizations and links are good resources relevant to ethics codes and ethics training. 


Business Roundtable Institute for Corporate Ethics 

www.corporate-ethics.org 

The Darden Graduate School of Business Administration 

The Business Roundtable Institute for Corporate Ethics is an independent entity established in partnership with the 
Business Roundtable—an association of chief executive officers of leading U.S. companies. Says Dean Krehmeyer, the 
executive director of the organization, “The Institute brings together leaders from business and academia to fulfill its 
mission to renew and enhance the link between ethical behavior and business practice through executive education 
programs, practitioner-focused research, and outreach.” 


Ethics Resource Center 

www.ethics.org 

The Ethics Resource Center conducts and facilitates independent research to advance the ethical standards and prac- 
tices in public and private institutions. It is the oldest nonprofit in the United States devoted to organizational ethics. 
ERC researchers analyze current and emerging issues and produce new ideas and benchmarks that enhance the public’s 
trust. The ERC also sponsors character development programs for educational institutions and a Fellows Program in 
which chief ethics and compliance officers from business and government meet twice yearly to address ethics issues in 
the workplace and form working groups for further exploration and discussion. 


Ethics & Compliance Officer Association 

www.theecoa.org 

The Ethics & Compliance Officer Association (ECOA) is a member-driven association for individuals responsible for their 
organization’s ethics, compliance, and business conduct programs. Its members represent the largest group of eth- 
ics and compliance practitioners in the world. The ECOA is credited with formally “founding” the ethics and compli- 
ance field in 1991. 
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retired gay trainer with the team, admitted publicly that he was gay and that he had 
endured taunts and humiliation from players at times during his twenty-four years 
with the 49ers. “We're trying to create an environment where we can talk about these 
things and eliminate the problems and violence that can take place and help them 
understand that they can create an environment that people can work in, even if they 
are different,’ said one 49ers manager. 

Increasingly, diversity training is being combined with other training programs, 
an occurrence that some believe represents the “mainstreaming” of diversity with 
other strategic issues, such as ethics, facing organizations. Honeywell, for example, 
subsumes diversity training within a weeklong advanced management program and 
as part of its sales training programs. General Electric trains mentors and protégés 
in a program that is not explicitly a diversity initiative but nevertheless clearly helps 
women and ethnic minorities. 

To achieve a good outcome in terms of diversity training, managers will want to do 


the following: 


1, Forge a strategic link. Begin by establishing the reasons for diversity training, Clarify 
the links between diversity and a firm's business goals in order to provide a context 
for training, Affirmative action and valuing diversity are not the same thing. Ulti- 
mately, diversity enhances differences and unites those differences toward a com- 
mon goal, 


2. Do not settle for “off the shelf” programs. Each company has somewhat different 
goals, and its training should reflect this. 


3. Choose your training methods carefully. Most diversity training is really education 
(awareness building). Managers may hope they are developing skills, but this re- 
quires more in-depth training, Employees may benefit from either awareness or 
skill building, but they are not the same. 


4. Document the individual and organizational benefits of the training. Diversity train- 
ing, when done well, can enhance communications, improve a firm's responsiveness 
to social issues, reduce its lawsuits, create a climate of fairness, improve employee 
productivity, and increase the company’s revenues, profits, and competitiveness. 


The last point—documenting the benefits of diversity training—is particularly im- 
portant. Oftentimes, companies fail to do this, so the training ends up merely being a 
“feel good” exercise. Diversity training needs to be held to the same rigorous standards 
as other training programs. If the training is truly working, it should show up eventually 
in a company’s employee demographics and strategy. According to Alexandra Kalev, a 
doctor of philosophy at Princeton University who has studied diversity training, hav- 
ing an affirmative action plan that is annually evaluated, checking the numbers in your 
company vis-a-vis the labor market you recruit from, and having an active diversity 
committee and a full-time staff person dedicated to diversity can make a firm's diver- 
sity training programs more effective.® 
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ee The types of training given 


employees range from simple, on-the-job instruc- 
tion to sophisticated skills training conducted on 
multimillion dollar simulators, Training programs 
cover a broad range of subjects and involve person- 
nel at all levels. The goal of training is to contribute 
to an organizations overall strategic goals. To be ef- 
fective, training programs need to be developed sys- 
tematically. This approach consists of four phases: 
(1) needs assessment, (2) program design, (3) imple- 
mentation, and (4) evaluation. 


The needs assessment phase be- 
gins with an organization analysis. Managers must 
establish a context for training by deciding where 
training is needed, how it connects with their firms’ 
strategic goals, and how their companies’ resources 
can best be used in terms of training. A task analysis 
is used to identify the knowledge, skills, and abilities 
employees need. A person analysis is used to identify 
which people need training. 


eS When designing a training 


program, managers must consider the two funda- 
mental preconditions for learning: readiness and 
motivation of trainees. In addition, the principles 
of learning should be considered to create an envi- 
ronment that is conducive to learning. These prin- 
ciples include goal setting, the meaningfulness of 
presentation, modeling, individual differences, active 
practice and repetition, whole-versus-part learning, 
massed-versus-distributed learning, and feedback 
and reinforcement. 


ee A wide variety of methods 


are available to train nonmanagerial personnel. 
On-the-job training is one of the most commonly 
used methods because it provides trainees with 
hands-on experience and an opportunity to build 
a relationship with their supervisor and cowork- 
ers. Apprenticeship training and internships are 
especially effective. Classroom training is still the 
most popular way to train employees. However, 
programmed instruction, computer-based train- 
ing, simulations, and interactive e-learning utilizing 


teleconferencing, video conferencing, webinars, the 
communities of practice method, and other means 
are becoming more popular. Using multiple meth- 
ods, or what is called blended learning, has been 
found to be most effective. 

The training and development of managers is be- 
coming increasingly critical for firms because they 
are facing increasing competition from across the 
globe and the baby boomer generation in the United 
States is retiring. A wide variety of training methods 
are used for developing managers. On-the-job ex- 
periences include coaching, understudy assignment, 
job rotation, lateral transfers, project and committee 
assignments, and staff meetings. Off-the-job experi- 
ences include analysis of case studies, management 
games and simulations, role-playing, and behavior 
modeling. Tuition assistance programs and corpo- 
rate universities are other tools organizations utilize 
to help train employees for leadership positions. 


ee The evaluation of a training 


program should focus on several criteria: partici- 
pants’ reactions, the amount of learning they have 
acquired, their behavioral changes on the job, and 
bottom-line results such as the program's return on 
investment. The transfer of training is measured via 
examination of the degree to which trained skills are 
demonstrated back on the job. Benchmarking and 
utility analysis help evaluate the impact of train- 
ing and provide the information for further needs 
assessment. 


Set In addition to training that ad- 


dresses the KSAs of a particular job, many employers 
develop additional training programs for various pur- 
poses, Orientation training allows new hires to more 
quickly acquire the knowledge, skills, and attitudes that 
increase the probabilities of their success within the 
organization. Onboarding programs go beyond orien- 
tation by bringing new hires into an organization's fold 
so that they truly feel like they are a part of it. This is 
important because new hires are at a high risk of quit- 
ting. Basic skills training, team and cross-training, eth- 
ics training, and diversity training are other programs 
commonly conducted by organizations, 
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apprenticeship training 
behavior modeling cross-training 


behavior modification e-learning 


cooperative training 


onboarding 
organization analysis 
orientation 


benchmarking instructional objectives person analysis 
blended learning just-in-time training spot rewards 

chief ethics officer learning management task analysis 

chief learning officer system (LMS) transfer of training 


competency assessment 


Discussion Questions © 


ENMU What economic, social, and 


political forces have made employee training even 
more important today than it was in the past? 


What analyses should be done 
to determine the training needs of an organization? 
After the needs are determined, what is the next 
step? 


eae Which principles of learning do 


you see demonstrated in your own classes? In what 
ways might you bring other principles into them? 


ee Suppose that you are the man- 


ager of an accounts receivable unit in a large com- 
pany. You are switching to a new system of billing 


& 


On the Job: Video Cases 


Training at Scripps Hospital La Jolla 


Hospital executives discuss the training initiatives 
at Scripps Hospital La Jolla in San Diego. They 
discuss the training needs related to all employees 
and specifically the training needs associated with 
new graduate nurses and new, more experienced 
nurses and medical staff. The video emphasizes 
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on-the-job training (OJT) 


and record-keeping and need to train your three 
supervisors and twenty-eight employees in the new 
procedures. What training method(s) would you 


use? Why? 


= Participants in a training course 


are often asked to evaluate the course by means of 
a questionnaire. What are the pros and cons of this 
approach? Are there better ways of evaluating a 
course? 


A new employee is likely to be 
anxious the first few days on the job. 

a. What are some possible causes of this anxiety? 
b. How may the anxiety be reduced? 


learning principles and blended learning meth- 
ods. The importance of an extensive orientation 
program and an ongoing commitment to profes- 
sional development opportunities is also discussed. 
Both mandatory and optional training are men- 
tioned as well as a needs assessment to determine 
training needs. 


CHAPTER 7 Training and Development 


What to Watch for and Ask Yourself used at Scripps Hospital La Jolla. Identify at least 


three types of internal delivery options of training 


= Scripps Hospital La Jolla conducts an annual Aiea mendoned ta thevidzo: 


needs assessment to determine what type of 
training is needed. The video does not go into 
detail about the sources for this assessment 
but gives specific examples that could be used 
for analysis of the training needs for medical 


staff, 


The evaluation of the hospital's training programs 
are not detailed specifically in the video; however, 
what type(s) of training evaluation do you think 
might be used at Scripps Hospital La Jolla for 


its new graduate nurses training program that is 


. . Np mentioned in the video? 
=a The video mentions various types of training 


delivery or “different learning experiences” that are 


HRM EXPERIENCE 


Training and Learning Principles 


Even though it is not difficult to do so, a surprising number of training programs do not explicitly incorporate the 
principles of learning (goal setting, modeling, individual differences, and feedback) discussed in the chapter. To prove 
incorporating them is not difficult to do, complete the following assignment for building a paper airplane. 


Assignment 

1. Form teams of four to six members. Identify someone on the team who knows how to make a paper airplane. That 
person will be the trainer. 

2. Identify someone who will be the observer/recorder. That person will not participate in the training but will write 
down how many (and how effectively) principles of learning are used in the instruction: 

a. Goal setting 

b. Modeling 

c. Meaningfulness 

d. Individual differences 

e. Whole-versus-part learning 

f. Mass-versus-distributed learning 
g. Active practice 

h. Feedback 

3. Give the trainer ten to fifteen minutes to train the group in making a paper airplane. The observer/recorder will 
keep notes of effective and ineffective training techniques (demonstrated learning principles). 

4. Have someone from each team—not the trainer—volunteer to come before the class for a friendly competition. 
The instructor will give each team member two minutes to make a paper airplane. Then just for fun, they can 
compete by seeing which one flies the farthest. (No wagering, please.) 

5. To finish the exercise, the observers/recorders will lead a discussion of the learning principles that were demon- 
strated. If the principles were incorporated for this activity, discuss why they might not be incorporated in other 
training settings. 
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Loews Hotels: Most people expect to receive great service at four-diamond hotels. But that’s not 
Training for good enough for Loews. The New-York based hotel chain, which has properties in 
sixteen cities across the United States and Canada, tries to “wow” every one of its 


Four Diamond guests with high-quality accommodations, impressive surroundings, personalized 


Service AND service, and thoughtful amenities for a luxurious experience. Loews refers to the ef- 
fort as its “Four Diamond AND MORE?’ service. And apparently it is working, The 
MORE chain was selected number one in customer satisfaction among all luxury hotel com- 


panies in the second quarter 2010 Market Metrix Hospitality Index. 

A key element of the Loews’ success is the extensive training it provides its em- 
ployees. Between 2006-2011, it spent over 264,000 hours training its employees, 
and it has been the only hotel chain to be ranked in consecutive years as a Top 75 
Company by Training magazine. Employees at all levels undergo training. Whether 
they work at the front desk, as housekeepers, accountants, or marketing managers, 
they learn about the big-picture goals of the company and how the quality of service 
differentiates one company from another in the hotel business,“ The key is to train all 
departments of your organization to be customer-centric,’ says Jon Tisch, the com- 
pany’ss CEO. “Thinking about customers can't be left to marketing and sales alone. 
Manufacturing, R&D, strategy, management, all have to be focused on the needs and 
desires of the customer.’ 

Customer-facing employees at Loews undergo classroom training, including role 
playing and simulations to learn how to deal with customers. “Living Loews,’ a two- 
day training program teaches employees not only the finer points of etiquette but 
how to really sell the Loews experience—even when things go wrong. “Part of this 
training deals with how to handle pressure, which is something employees in any in- 
dustry are bound to face. We're all human, so mistakes can happen,’ Tisch explains. 
“But when they do, we train our coworkers to impress our guests with an extraordi- 
nary recovery that we hope they'll remember even more.” 

Training sessions such as “Green” Training, “Loews Meeting Experience,’ “Loews 
Pool Concierge” program, “Spa 101,” and the “YouFirst” guest loyalty program ensure 
that customers of all types who use the hotel's various services get top-notch service. 
The training does not end with the sessions, though. Once it is over, training man- 
agers go out on the front lines to do spot checks and offer feedback to employees to 
make sure the training really “sticks.” A train-the-trainer program and other mana- 
gerial workshops such as “Communicating Loews’ help managers promote the hotel 
brand and inspire their employees to do so as well. A comprehensive executive train- 
ing program covers topics ranging from communication and salesmanship to public 
speaking and presentation skills. 

Loews also tries to “grow” its own talent. Its high-potential program offers addi- 
tional training, development planning, and extra opportunities to employees who 
show promise. Most training managers, for example, are promoted from line-level 
jobs or from operations, so they know the company’s processes and culture firsthand. 
The company also has a tuition assistance program. 

To recruit undergraduates, Loews offers paid summer internships that allow stu- 
dents to work in a variety of areas such as the rooms division, food and beverage 
department, sales and marketing, and human resources. Each intern is assigned a 
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mentor and given opportunities to network by attending operational meetings. At the 
conclusion of their internships they complete a report on their experience. Succes- 
sive year internships give them exposure to additional functional areas, project work, 
supervisory experience and ultimately the opportunity to join the company’s manage- 
ment training program, 

So successful is the training at Loews that even trainers are impressed. Douglas 
Kennedy, the founder and president of the Kennedy Training Network, which spe- 
cializes in hospitality training, says he was knocked out by his experience while con- 
ducting training at Loews’ various properties. “I have never received more genuine, 
authentic welcome notes with my amenities, which were always a welcome treat after 
a long day of training and an evening of travel. Each note was personally written, and 
not just the standard ‘welcome to our hotel, hope you enjoy your stay’ messages. I also 
got to indulge in the supremely comfortable guest rooms and enjoy uniquely local 
dining options, décor, and overall hotel ambiance,’ Kennedy says. “I have to say I've 
become a bit spoiled now by all this, and I'm sure it will be a rude awakening next 
month when I return to staying in more typical upscale hotels.” 


Questions 


1. How do Loews training programs relate to the company’s business strategy? 
2. Why does the company encourage its employees to focus on the customers’ needs 
versus other metrics? 


Sources: Jill Busch “Training Reveals Rankings for 2011 Top 125,’ Training Magazine, February 8, 2011, 
http://www.trainingmag.com; Ann LaGreca, “Loews Hotels CEO Jonathan Tisch on the Essence of Cus- 
tomer Service: Experience, Service and Quality,’ Knowledge@Emory, July 11, 2007, http://knowledge. 
emory.edu; “Loews Hotels Named Among ‘Top 125’ by Training Magazine,” Hotel and Motel Manage- 
ment, March 9, 2009, at http://www.hospitalityworldnetwork.com; http://www.trainingmag.com; Holly 
Dolezalek, “We Train to Please” Training 45, no. 3 (March-April 2008): 34-35. 


Eastman Kodak has changed dramatically to compete in a world of new technologies, Kodak Gets 
emerging markets, and global customers. As a result, Kodak's efforts in executive edu- the Picture 
cation have pushed the limits to create innovative “learning events” for senior man- | a 
agement, which are designed to be as dynamic and future-oriented as the companys Il Executive 
business environment. Education 
For years, Kodak was the dominant player in its market. It enjoyed worldwide 
brand recognition, extraordinary customer loyalty, and enviable profits. Understand- 
ably, few employees (or managers) wanted to do anything to upset the status quo as 
most of them looked forward to a lifetime of employment and security. 
Then things changed. The company restructured in order to go head-to-head 
with competitors in a much tougher digital marketplace, and in the process, there has 
been a one-third reduction in executive positions. These events drove complacency 
far from the environs of Rochester, New York, Kodak's headquarters city. Agility has 
replaced stability as the watchword of the future. 
As a consequence of Kodak’s transformation—not to mention the personnel 
changes—the majority of senior managers have been in their positions for far fewer 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


PART 3 Developing Effectiveness in Human Resources 


years. Executive education is viewed as a critical tool for improving Kodak's managerial 
ranks, But Kodak believed that the development programs needed to be as active, in- 
novative, and future-oriented as the company. Off-the-shelf materials were out, as were 
case studies, lectures, and other passive learning approaches. A new approach meant 
inventing from scratch, letting go of control, and taking monumental risks. Skills in 
anticipating the business, pushing the culture, and networking were demanded. These 
objectives led to the creation of three new programs for the senior management team: 


= The Kodak Prosperity Game. This game teamed fifty Kodak executives with twenty- 
five peer executives from other companies. These “reality-based” teams worked on 
meaningful, implementable strategies, alliances, and deals. 


a The Digital Executive. This program consisted of a “scavenger hunt” exploring 
Kodak's digital present and future. Using digital products and the Internet, small 
teams researched digital competitors and interacted with a consumer focus group 
via videoconferencing. One innovative feature of this program was the upward 
mentoring of the participants by technology “whiz kids.’ 


= The Future of the Company. This was a two-part program, developed in partnership 
with the Global Business Network and focused on learning about possible futures 
for the industry and the company. Part I was a two-day “conversation” about Kodak 
and its environment in the coming years. Industry scenarios for growth were 
developed in small team discussions involving Kodak executives and customers, 
alliance partners, and futurists. The resulting scenarios launched Part II, in which 
additional outsiders and provocative thinkers mixed ideas with the participants. 
The outcomes were a set of new ideas and potential strategies for the Kodak 
businesses. 


After Kodak's executives committed to an all-out digital strategy, the company’s 
revenues climbed. In 2004, Kodak surpassed Sony, the market leader, in the number 
of digital cameras shipped in the United States. The firm's executives say Kodak is 
well-positioned in the consumer digital imaging and graphic communications mar- 
kets. For example, during 2010, it grew its share of the pocket video camera market 
by 10 percentage points and today is the number two player. However, it still faces a 
very tough competitive environment. Profits in 2010 were negative, and a New Jersey 
investment-management firm is pushing the company’s top shareholders to take the 
lead in either turning around or selling it. 


Questions 


1, What can you tell about how Kodak did needs assessment for executive educa- 
tion? What recommendations would you give Kodak for improving this analysis, 
and what type of training do you think should be done now? 

2. How would you go about evaluating the effectiveness of these educational experi- 
ences? Do you believe that company profitability should be used as a criterion? 
Can more training save Kodak? 


Sources: William G. Stopper, “Agility in Action: Picturing the Lessons Learned from Kodak and 23 Other 
Companies.” Adapted with permission from Human Resource Planning, vol. 21, no. 1 (1998). Copyright 
1998 by The Human Resource Planning Society, 317 Madison Avenue, Suite 1509, New York, NY 
10017, Phone: (212) 490-6387, Fax: (212) 682-6851; “Kodak Overtakes Sony in U.S. Digital Camera 
Shipments,’ Kyodo News International (Tokyo, Japan) (via Knight-Ridder/ Tribune Business News) (Febru- 
ary 3, 2005); “NJ Investor Group Seeks Sale or Turnaround At Kodak,” Wall Street Journal (March 2, 
2011), http://online.wsj.com. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 


Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 7 Training and Development 


337 


Notes and References 


1.(2011 Industry Report) Training 47, no. 6 
(November—December 2010): 18-31. 

2. Margaret Cronin Fisk, “Wal-Mart Wins 
Final Approval of Workers’ Wage Suit Set- 
tlement,’ Bloomberg (November 9, 2009), 
http://www.bloomberg.com 

3. Lori Freifeld, “Best of the Best,’ Training 45, 
no. 2 (February 2008): 8. 

4.David Dubois and William Rothwell, 
“Competency-Based or a Traditional Ap- 
proach to Training?” Training and Develop- 
ment 58, no. 4 (April 2004): 46-59; See 
also Irwin L. Goldstein and J. Kevin Ford, 
Training in Organizations: Needs Assessment, 
Development and Evaluation, 4th ed. (Bel- 
mont, CA: Wadsworth, 2002). For the clas- 
sic citation on needs assessment, see William 
McGehee and Paul W. Thayer, Training in 
Business and Industry (New York: John Wiley 
and Sons, 1961). 


. Laurie Bassi and Daniel McMurrer, “How’s 


Ww 


Your Return on People?” Harvard Business 
Review 8, no. 3 (March 2004): 18; Tracy 
Mauro, “Helping Organizations Build Com- 
munity,” Training and Development 56, no. 
2 (February 2002): 25-29; Liam Lahey, 
“RFIDs Touted as Standard for Airport Se- 
curity,’ Computing Canada 28, no. 13 (June 
21, 2002): 21; Caroline Wilson, “Ensuring 
a Smooth Ride,” Security Management 46, 
no. 8 (August 2002): 92. 

6. Brad Long, “Strategic Human Resource Man- 
agement and the Worker's Experience,’ Jour- 
nal of Individual Employment Rights 12, no. 3 
(2007): 265-282; “E-Learning and Telecon- 
ferencing Join Needs Assessment to Control 
Training Costs,’ Managing Training & Devel- 
opment, no. 3 (December 2003): 1; Thomas 
Gainey, Brian Klaas, and Darla Moore, 
“Outsourcing the Training Function: Results 
from the Field,’ Human Resource Planning 25, 
no. 1 (2002): 16; Sarah Fister Gale, “Creative 
Training: Doing More with Less,’ Workforce 
80, no. 10 (October 2001): 82-88. 

7. Rieva Lesonsky, “Want to Keep Key Em- 
ployees?” Small Business Trends (January 19, 
20100), http://smallbiztrends.com. 

8. Scott A. Yorkovich, Gregory S. Waddell, 
and Robert K. Gerwig, “Competency-based 


Assessment Systems: Encouragement 


1 


1 


1 


1 


= 


Toward a More Holistic Approach,’ Proceed- 
ings of the Northeast Business & Economics 
Association (2007): 77-81; Patty Davis, 
Jennifer Naughton, and William Rothwell, 
“New Roles and New Competencies for 
the Profession: Are You Ready for the Next 
Generation,’ Training and Development 58, 
no. 4 (April 2004): 26-38; David Dubois 
and William Rothwell, “Competency-Based 
or a Traditional Approach to Training?” 
Training and Development 58, no. 4 (April 
2004): 46-59. 

9.Gary Kranz, “Special Report: More To 
Learn,’ Workforce Management (January 
2011), http://www.workforce.com/ 

0. Thomas Hoffman, “Motivation: These IT 
Leaders Keep Staffers Upbeat during Lean 
Times by Targeting What Drives Them: 
Technology and Training,” Computerworld 
38, no. 1 (January 5, 2004): 39; Elwood 
Holton, Reid Bates, and Sharon Naquin, 
“Large-Scale Performance-Driven Training 
Needs Assessment: A Case Study,” Public 
Personnel Management 29, no. 2 (Summer 
2000): 249-67. 

. Gail Johnson, “The Development Frame- 


an 


work: Booz Allen Hamilton’s Holistic 
Method of Employee Development Gives 
Its Employee a Roadmap to Success—Both 
Professionally and Personally,’ Training 40, 
no, 2 (February 2003): 32-34; Robert Ma- 
ger, “Contract Training Tips,’ Security Man- 
agement 45, no. 6 (June 2001); 30. 

2. Debbie Schachter, “How to Set Performance 
Goals: Employee Reviews Are More Than 
Annual Critiques,’ Information Outlook 8, 
no. 9 (September 2004): 26-30; “Burger 
Olympics,” Training 41, no. 7 (July 2004): 
20; Jason A. Colquitt and Marcia J. Simmer- 
ing, “Conscientiousness, Goal Orientation, 
and Motivation to Learn during the Learn- 
ing Process: A Longitudinal Study,” Jour- 
nal of Applied Psychology 83, no. 4 (August 
1998): 654-65. 

3. Annette Towler and Robert Dipboye, “Ef- 
fects of Trainer Expressiveness, Organi- 
zation, and Trainee Goal Orientation on 
Training Outcomes,’ Journal of Applied Psy- 
chology 86, no. 4 (August 2001): 664-73; 
Steve Kozlowski, Stanley Gully, Kenneth 


Brown, and Eduardo Salas, “Effects of Train- 
ing Goals and Goal Orientation Traits on 
Multidimensional Training Outcomes and 
Performance Adaptability,” Organizational 
Behavior and Human Decision Processes 85, 
no. 1 (May 2001): 1-31. 


14. The classics by Albert Bandura include So- 


cial Foundations of Thought and Action: A 
Social Cognitive Theory (Englewood Cliffs, 
NJ: Prentice Hall, 1986) and A Social Learn- 
ing Theory (Englewood Cliffs, NJ: Prentice 
Hall, 1977); See also Melesa Altizer Bolt, 
Larry Killough, and Hian Chye Koh, “Test- 
ing the Interaction Effects of Task Complex- 
ity in Computer Training Using the Social 
Cognitive Model,” Decision Sciences 32, no. 1 
(Winter 2001): 1-20; Susan Pedersen and 
Min Liu, “The Transfer of Problem-Solving 
Skills from a Problem-Based Learning Envi- 
ronment: The Effect of Modeling an Expert's 
Cognitive Processes,” Journal of Research on 
Technology in Education 35, no. 2 (Winter 
2002): 303-21. 


15.Stanley Gully, Stephanie Payn, K. Lee 


Kiechel Koles, and John-Andrew Whiteman, 
“The Impact of Error Training and Indi- 
vidual Differences on Training Outcomes: 
An Attribute-Treatment Interaction Per- 
spective,’ Journal of Applied Psychology 87, 
no. 1 (February 2002): 143-55; Steven 
John Simon, “The Relationship of Learn- 
ing Style and Training Method to End-User 
Computer Satisfaction and Computer Use: 
A Structural Equation Model,” Information 
Technology, Learning, and Performance Jour- 
nal 18, no. 1 (Spring 2000): 41-59. 


16. Joe M. Ricks, Jacqueline A. Williams, and 


William A. Weeks, “Sales Trainer Roles, 
Competencies, Skills, and Behaviors: A Case 
Study,” Industrial Marketing Management 37, 
no. 5 (July 2008): 593-609; John L. Bennett, 
“Trainers as Leaders of Learning,” Training 
and Development 55, no. 3 (March 2001): 
42-45; Ruth Palombo Weiss, “Deconstruct- 
ing Trainers’ Self-Image,’ Training and Devel- 
opment 55, no, 12 (December 2001): 34-39. 


17, Eduardo Salas and Janis Cannon-Bowers, 


“The Science of Training: A Decade of 
Progress,’ Annual Review of Psychology 52 
(2001): 471-99. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


PART 3 Developing Effectiveness in Human Resources 


18. Cohn Terry, “Enabling Staff to Access the 
Knowledge They Need, When They Need 
It,’ Industrial & Commercial Training 39, 
no. 7 (2007): 368-371; Diane Walter, Train- 
ing on the Job (Alexandria, VA: American So- 
ciety for Training and Development, 2001); 
Toni Hodges, Linking Learning and Perfor- 
mance: A Practical Guide to Measuring Learn- 
ing and On-the-Job Application (Burlington, 
MA: Butterworth-Heinemann, 2001); Gary 
Sisson, Hands-On Training: A Simple and Ef- 
fective Method for On-the-Job Training (San 
Francisco: Barrett-Koehler, 2001). 

19. Teresa M. McAleavy, “U.S. Schools Fail 
to Provide Job Training,” Knight-Ridder/ 
Tribune Business News (June 9, 2004); “Eight 
Steps to Better On-the-Job Training,’ HRFo- 
cus 80, no. 7 (July 2003): 11; Alison Booth, 
Yu-Fu Chen, and Gylfi Zoega, “Hiring and 
Firing: A Tale of Two Thresholds,’ Journal 
of Labor Economics 20, no. 2 (April 2002): 
217-48. 

20. Ronald L., Jacobs and Michael J. Jones, 
“Teaching Tools: When to Use On-the-Job 
Training,” Security Management 41, no. 9 
(September 1997): 35-39. 

21. Information found on the Apprenticeship 
page, Spokane Community College web- 
site (February 9, 2005), http://www.scc. 
spokane.edu/tech/apprent. 

22. Jack Ewing, “The Apprentice: Germany’s 
Answer to Jobless Youth,’ Bloomberg Busi- 
nessweek (October 27, 2009) http://www. 
businessweek.com. 

23. “Project Focuses on Placing Women, Minor- 
ities into IT,” Certification Magazine 9, no. 4 
(April 2007): 9; “Agilisys Automotive Helps 
to Build Tomorrow’s Leaders through Fo- 
cus: HOPE Sponsorship at Important Auto 
Industry Event,” PR Newswire (August 4, 
2003). 

24, For more information about the Bureau of 
Apprenticeship and Training, see the Bu- 
reau’s website at http://oa.doleta.gov. 

25.“ Workforce Investment Act: One-Stop Cen- 
ters Implemented Strategies to Strengthen 
Services and Partnerships, but More Re- 
search and Information Sharing Is Needed,’ 
General Accounting Office Reports & Testi- 
mony 2003, no. 7 (July 2003). 

26. Phil Britt, “E-Learning on the Rise in the 
Classroom: Companies Move Content On- 


line: Cisco Systems’ Employees and Partners 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


Routinely Watch Videos on the Internet,” 
EContent 27, no. 11 (November 2004): 
36-41; Heather Johnson,“ The Whole Pic- 
ture: When It Comes to Finding Out How 
Employees Feel about Training, Many Com- 
panies Fail to Get a Clear Picture,” Training 
47, no. 7 (July 2004): 30-35. 

27, Laura Chubb, “EDS Uses Teleconferenc- 
ing to Train Leaders in Coaching Skills,” 
People Management 13, no. 23 (November 
15, 2007): 13;“What Does Teleconferencing 
Cost?” T+D 61, no. 10 (October 2007): 96. 

28. Ericka Johnson, “Surgical Simulators and 
Simulated Surgeons: Reconstituting Medi- 
cal Practice and Practitioners in Simulations,” 
Social Studies of Science 37, no. 4 (August 
2007): 585-608; “Soup to Nuts: Simulator 
Manufacturing Is a Lucrative but Risky Busi- 
ness, Which Is Why Market Leader CAE Has 
Tapped into the More Stable World of Flight 
Training,’ Air Transport World 40, no. 5 (May 
2003): 69-71; “SimsSir: Modeling and Simu- 
lation Are Leading the Assault on New Learn- 
ing Technologies That Are Winning Favor 
with the U.S. Military,’ Training and Develop- 
ment 57, no. 10 (October 2003): 46-52. 

29. Sarah Fister Gale, “Virtual Training with 
Real Results,’ Workforce Management (De- 
cember 2008), http://www.workforce.com. 

30. “What to Do Now That Training Is Becom- 
ing a Major HR Force,’ HRFocus (February 
2005): 5-6; Tammy Galvin, “The Delivery,’ 
Training 38, no. 10 (October 2001): 66-72; 
Kenneth G, Brown, “Using Computers to 
Deliver Training: Which Employees Learn 
and Why?” Personnel Psychology 54, no. 2 
(Summer 2001): 271-96; Bill Roberts, 
“E-Learning New Twist on CBT,” HRMaga- 
zine 46, no. 4 (April 2001): 99-106. 

31, Scott A. Snell, Donna Stueber, and David 
P. Lepak, “Virtual HR Departments: Get- 
ting Out of the Middle,’ in R. L. Heneman 
and D, B. Greenberger (eds.), Human Re- 
source Management in Virtual Organizations 
(Greenwich, CT: Information Age Publish- 
ing, 2002). 

32. “Learning 2.0: Improving Workforce Pro- 
ductivity,” Workforce Management (April 
2010), http://www.workforce.com. 

33. Ibid. 

34, Garry Kranz, “E-learning Hits Its Stride,’ 
Workforce Management Online (February 
2008); Martin Delahoussaye, Kristine Ellis, 


and Matt Bolch, “Measuring Corporate 
Smarts,’ Training 39, no. 8 (August 2002): 
20-35; Daniel Crepin, “From Design to 
Action: Developing a Corporate Strategy,” 
Quality Progress 35, no. 2 (February 2002): 
49-56; Brad Miller, “Making Managers 
More Effective Agents of Change,” Quality 
Progress 34, no. 5 (May 2001): 53-57. 

35. Yabome Gilpin-Jackson and Gervase R. 
Bushe, “Leadership Development Training 
Transfer: A Case Study of Post-Training 
Determinants,” Journal of Management De- 
velopment 26, no. 10 (2007): 980-1004; 
Joseph Alutto, “Just-in-Time Management 
Education in the 21st Century,’ HRMa- 
gazine 44, no. 11 (1999): 56-57; Gordon 
Dehler, M. Ann Welsh, and Marianne W. 
Lewis, “Critical Pedagogy in the ‘New Para- 
digm,” Management Learning 493, no. 4 
(December 2001): 493-511. 

36. “Caterpillar University College of Leader- 
ship,’ Leadership Development Strategy: Cat- 
erpillar (2007): 47-51. 

37. Chris Whitcomb, “Scenario-Based Training 
to the F.B.I,” Training and Development 53, 
no. 6 (June 1999): 42-46; Anne Hoag, Dale 
Brickley, and Joanne Cawley, “Media Man- 
agement Education and the Case Method,’ 
Journalism and Mass Communication Educa- 
tor 55, no. 4 (Winter 2001): 49-59. 

38. Aili McConnon, “The Games Managers 
Play,’ Business Week (June 25, 2007): 12. 

39. Ibid. 

40. Adam Kirby “Guest Service Is Fun and 
Games,’ Hotels 42, no. 5 (May 2008): 71-72; 
Dan Heilman, “Putting Games to Work: 
Game-Based Training Is Shaping Up to Be 
One of This Generation’s Primary Teaching 
Tools, in Business and Elsewhere,” Computer 
User 22, no. 2 (February 2004): 14-16. 

41. Rick Markley, “Virtual Training,” Fire Chief 
52, no. 6 (June 2008): 66-70. 

42. Patricia Robinson, “In Practice: Western 
Companies Show Asian Counterparts That 
It Pays to Play,’ Chief Learning Officer 6, no. 
12 (December 2007): 30; Christopher Hos- 
ford,“Serious Fun: Computer Training Finds 
a Niche,” Meeting News 28, no. 7 (December 
2004): 16; Rick Sullivan, “Lessons in Small- 
ness,’ Training and Development 56, no. 3 
(March 2002): 21-23; James W. Walker, 
“Perspectives,” Human Resource Planning 23, 
no. 3 (2000): 5-7. 


CHAPTER 7 Training and Development 


43. T. L. Stanley, “Be a Good Role Model for 
Your Employees,” Supervision 65, no. 5 
(January 2004): 5-8; Gary May and Wil- 
liam Kahnweiler, “The Effect of a Mastery 
Practice Design on Learning and Transfer 
in Behavior Modeling Training,” Person- 
nel Psychology 53, no. 2 (Summer 2000): 
353-73. 

44, E. Faith Ivery, “Corporate Tuition Assistance 
Plans Fund Lifelong Education,” WD Com- 
munications, http://www.back2college. 

45. Wendy Larlee, “Training Programs: Key 
to Collections: Companies in the Collec- 
tions Business Face Significant Challenges: 
Putting Solid Training Program in Place 
Can Help,” Collections & Credit Risk 9, 
no, 2 (December 2004): 42-44; Heather 
Johnson, “The Whole Picture: When It 
Comes to Finding Out How Employees Feel 
about Training, Many Companies Fail to 
Get a Clear Picture,” Training 47, no. 7 
(July 2004): 30-35; Martin Delahoussaye, 
“Show Me the Results,’ Training 39, no. 3 
(March 2002): 28-29; Reinout van Brakel, 
“Why ROI Isn't Enough,” Training and 
Development 56, no. 6 (June 2002): 
72-74. 

46. “Dissatisfaction with Job Training Con- 
tributes to Low Job Satisfaction,’ Manag- 
ing Training & Development (November 
2003): 8; James Pershing and Jana Pershing, 
“Ineffective Reaction Evaluation,’ Human 
Resource Development Quarterly 12, no. 1 
(Spring 2001): 73-90. 

47. Andreas Putra, “Evaluating Training Pro- 
grams: An Exploratory Study of Transfer 
of Learning onto the Job at Hotel A and 
Hotel B, Sydney, Australia,” Journal of Hos- 
pitality and Tourism Management 11, no. 1 
(April 2004): 77-78; Thomas Hoffman, 
“Simulations Revitalize e-Learning,’ Comput- 
erworld 37, no. 31 (August 4, 2003): 26-28. 

48. Jathan Janove, “Use It or Lose It,” HRMa- 
gazine 47, no. 4 (April 2002): 99-104; Max 
Montesino, “Strategic Alignment of Training, 
Transfer-Enhancing Behaviors, and Train- 
ing Usage: A Posttraining Study,’ Human 
Resource Development Quarterly 13, no. 1 
(Spring 2002): 89-108; Siriporn Yamnill 
and Gary McLean, “Theories Support- 
ing Transfer of Training,’ Human Resource 
Development Quarterly 12, no. 2 (Summer 
2001): 195-208. 


49. Delahoussaye, “Show Me the Results,” 
28-29; van Brakel,“ Why ROI Isn't Enough,’ 
72-74. 

50. Richard J. Wagner and Robert J. Weigand, 
“Can the Value of Training Be Measured? 
A Simplified Approach to Evaluating Train- 
ing,’ The Health Care Manager 23, no. 1 
(January-March 2004): 71-79; van Brakel, 
“Why ROI Isn't Enough,” 72-74; Sarah Fis- 
ter Gale, “Measuring the ROI of E-Learning,’ 
Workforce 81, no, 8 (August 2002): 74-77; 
Earl Honeycutt, Kiran Karande, Ashraf 
Attia, and Steven Maurer, “A Utility-Based 
Framework for Evaluating the Financial Im- 
pact of Sales Force Training Programs,” Jour- 
nal of Personal Selling and Sales Management 
21, no. 3 (Summer 2001): 229-38. 

51.“Three Quick and Easy Ways to Gauge 
Your Training Outcomes,’ IOMA% Report on 
Managing Training & Development (January 
2005): 4-5; “Use This Eight-Step Process 
to Predict the ROI of Your Training Pro- 
grams,” IOMA’s Human Resource Depart- 
ment Management Report (December 2004): 
4-5; Ellen Drost, Colette Frayne, Keven 
Lowe, and J. Michael Geringer, “Benchmark- 
ing Training and Development Practices: A 
Multi-Country Comparative Analysis,’ Hu- 
man Resource Management 41, no. 1 (Spring 
2002): 67-86; Daniel McMurrer, Mark Van 
Buren, and William Woodwell, “Making the 
Commitment,’ Training and Development 54, 
no. 1 (January 2000); 41-48. 

52, Doug Harward,“ Ten Predictions for 2011: 
Trends that Will Shape the Training In- 
dustry,’ TrainingIndustry.com (December 
17, 201), http://www.trainingindustry. 
com. 

53. Jenny Cermak and Monica McGurk, “The 
Boys & Girls Clubs of America Put a Value 
on Training,” McKinsey Quarterly, no. 4 
(2010): 111. 

54, Mike Frost, “Creative New Employee Ori- 
entation Programs,’ HRMagazine 47, no. 8 
(August 2002): 120-21; Marilyn Moats 
Kennedy, “Setting the Right Tone, Right 
Away,’ Across the Board 36, no. 4 (April 
1999): 51-52. 

55. Emmanuella Plakoyiannaki, Nikolaos Tzo- 
kas, Pavlos Dimitratos, and Michael Saren, 
“How Critical Is Employee Orientation 
for Customer Relationship Management? 
Insights from a Case Study,” Journal of 


Management Studies 45, no. 2 (March 2008): 
268-293. 

56. Kathryn Tyler, “Take New Employee Orien- 
tation off the Back Burner,” HRMagazine 43, 
no. 6 (May 1998): 49-57; Noel Tichy, “No 
Ordinary Boot Camp,’ Harvard Business Re- 
view 79, no. 4 (April 2001): 63-70. 

57. Leigh Buchanan, “How to Make New Hires 
Feel at Home,’ Inc. (June 8, 2010), http:// 
www.inc.com. 

58. Anne C. Lewis, “Necessary Basic Skills,’ 
Tech Directions 66, no. 4 (November 2006): 
6-8; “How to Prepare for Training's Criti- 
cal Role in the Labor Force of the Future,’ 
IOMA’s Report on Managing Training & 
Development (September 2004); 2-3; Steve 
Hook, “Basic Skills Training on Target,” 
Times Educational Supplement 4444 (August 
31, 2001): 39. 

59. “Corporate America Can't Write,” Work & 
Family Newsbrief (January 2005): 4; Matt 
Bolch, “School at Work,” Training 39, no. 2 
(February 2002); Slav Kanyba, “Community 
Colleges React to Job-Training Request,” 
San Fernando Valley Business Journal 9, no. 2 
(June 7, 2004): 1-2. 

60. Michael A. Verespej, “The Education Dif- 
ference,’ Industry Week 245, no. 9 (May 6, 
1996): 11-14; Richard D. Zalman, “The 
Basics of In-House Skills Training,” HR- 
Magazine 34, no. 2 (February 1990): 74-78; 
Ron Zemke, “Workplace Illiteracy— Shall 
We Overcome?” Training 26, no. 6 (June 
1989): 33-39. 

61. “Behavior-Based Sales Team Training Pro- 
duces a 56% Increase in Revenues,’ Manag- 
ing Training & Development (April 2004): 1. 

62. J. K. Winch, X Cai, and G.L. Vairaktarakis, 
“Cyclic Job Scheduling in Paced Assembly 
Lines with Cross-Trained Workers,” Inter- 
national Journal of Production Research 45, 
no. 4 (February 2, 2007): 803-828; Lisa 
Bertagnoli, “The Ten-Minute Managet’s 
Guide to .,.Cross-Training Staff,” Restau- 
rants & Institutions 114, no. 18 (August 15, 
2004); 26-28; Wallace J. Hopp and Mark P. 
Van Oyen, “Agile Workforce Evaluation: A 
Framework for Cross-Training and Coordi- 
nation,’ ITE Transactions 36, no. 10 (October 
2004): 919-41. 

63. Lorraine Mirabella, “Productivity Gains 
in Maryland Mean Less Hiring But More 
Job Cross-Training,” The Baltimore Sun (via 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


PART 3 Developing Effectiveness in Human Resources 


Knight-Ridder/ Tribune Business News) (April 65. “49ers Decide to Add Diversity to Training Workforce Management 83, no. 12 (Novem- 
17, 2004). Camp,’ The New York Times (July 8, 2004), ber 1, 2004): 41. 

64. Gary Stern, “Small Slights Bring Big Prob- D3; Irwin Speizer, “Diversity on the Menu: 66. Matthew Budman, “What Works—and 
lems,’ Workforce 81, no. 8 (August 2002): Rachelle Hood, Denny’s Chief Diversity What Doesn't,’ Conference Board Review 44, 
17; Bill Leonard, “Ways to Tell If a Diversity Officer, Has Boosted the Company's Im- no. 4 (July-August 2007); 22-23. 

Program Is Measuring Up,” HRMagazine age. But That Hasn't Sold More Breakfasts,” 


47, no. 7 (July 2002): 21. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


4 


Performance Management 
and the Employee Appraisal 
Process 
—— TCR 


Í \ i 


Copyright 2011 Cengage Learning. All Rights Reserve or in part. Due to electtonierights; some third party content may be suppresse 
Editorial review h 1 uppressed cont r igl 


After studying this 
chapter, you should be 
able to 
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LEARNING OUTCOME 14 


Does your school have 
a performance man- 
agement system in 
place to help students 
succeed? If so, how do 
you think the system 
might be similar or dif- 
ferent to performance 
management systems in 
the workplace? 


performance 
management 


The process of creating a 
work environment in which 
people can perform to the 
best of their abilities 


performance 
appraisal 


The result of an annual or 
biannual process in which 

a manager evaluates an 
employee’s performance 
relative to the requirements 
of his or her job and uses 
the information to show the 
person where improvements 
are needed and why 
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Performance Management Systems 


We have discussed some of the ways managers can acquire and develop top-notch 
employees, and train and develop them. But how do managers know if their efforts 
are really paying off in terms of what their employees are contributing once they are 
on the job? 

Performance management is the process of creating a work environment in which 
people can perform to the best of their abilities in order to meet a company’s goals, It 
is an entire work system that emanates from a company’s goals. Figure 8.1 shows the 
elements of a performance management process, 

Performance appraisals, which are an important part of performance management 
systems, are the result of an annual or biannual process in which a manager evaluates 
an employee's performance relative to the requirements of his or her job and uses the 
information to show the person where improvements are needed and why. Appraisals 
are therefore a tool organizations can use to maintain and enhance their productivity 
and facilitate progress toward their strategic goals. But as you can see from Figure 8.1, 
appraisals are just part of the performance management process. Aligning the goals 
of employees with that of the firm, providing workers with continual on-the-job feed- 
back, and rewarding them are critical as well. 

You might compare a performance appraisal to taking a test in college. Do tests motivate 
you? Do they make you want to truly excel, or do you just want to get through them? Now 
compare your test-taking experience with an experience in which your instructor talked to 
you about your career plans, complimented you on your performance, and offered you 
suggestions for improving it. That probably had a greater motivating effect on you. 

We hope you can see the analogy we are making. Employers have to appraise you, 
just as your university has to test you to be sure you graduate with the qualifications 
people in society expect. But your performance in either scenario consists of so much 
more than that. That is why organizations need to look at the performance manage- 
ment system as a whole, rather than just appraisals. Appraisals are simply a logical 
extension of the day-to-day performance management process. 


Ongoing Performance Feedback 


Because feedback is most useful when it is immediate and specific to a particular situ- 
ation, it should be a regularly occurring activity. For example, if you are a sales man- 
ager, should you wait to appraise your employees once or twice a year? Probably not. 
Most likely you would want to monitor their sales on a weekly and monthly basis. 
Has a particular salesperson met his or her customer-contact numbers this week? 
Why or why not? Is the salesperson closing deals with the people he or she does 
contact? If at the six-month mark, the salesperson isn't making his or her goals, how 
can you help the person if you haven't provided the individual with ongoing feedback? 
The lack of sales will be hard to make up at this point. 

It's not just salespeople who need continual feedback. All types of employees can 
benefit from ongoing performance conversations with their managers. Managers 
need to constantly engage in a dialogue with their subordinates. Once the manager 
and employees have a series of discussions, there is an ebb and flow of ideas, some 
with the potential to serve as catalysts for improvement within the company.” The 
ultimate purpose is to better both parties. 


CHAPTER 8 Performance Management and the Employee Appraisal Process 


FIGURE 
g 1 Steps in the Performance Management Process 


STEP 1: 
Goals set to 
align with higher 
level goals 


STEP 6: STEP 2: 
HR decision Behavioral expectations 
making (e.g., and standards set and 
pay, promotion, then aligned with employee 
etc.) and organizational goals 


STEP 5: STEP 3: 
Formal review On-going 
session performance 
conducted feedback provided 
during cycle 


STEP 4: 
Performance 
appraised by 

manager 
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The University of Indiana's “University HR Services” function provides training 
and development in the area of employee feedback for its managers and leaders, In 
that training, the university identifies eight key points to address during feedback 
sessions: 


m Give specific examples of desirable and undesirable behaviors. Without specific 
examples of real life situations, the employee will only be confused by the vague- 


ness of the feedback. 


= Focused feedback on behavior, not the person. This will help the employee to 
“hear” the message and will defuse what could be a confrontational conversation. 


= Frame the feedback in turns of helping the employee be successful. Let the em- 
ployee know that you are trying to help him or her be a successful employee within 
the organization. 
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LEARNING OUTCOME 2 


Have ever been given 

a formal performance 
appraisal? If you have 
not, what do you 

think your employer's 
rationale was for not 
appraising you or other 
employees? 


focal performance 
appraisal 


An appraisal system in 
which all of an organization’s 
employees are reviewed at 
the same time of year rather 
on the anniversaries of their 
individual hire dates 
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m Direct the feedback towards behavior the employee can control. Employees cannot 
do much about things over which they have no control. 


= The feedback should be timely. When an event takes place, it is important to 
provide feedback within a reasonable amount of time. 


= Limit feedback to the amount the employee can process. Most employees are able 
to handle feedback on one or two issues at a time. 


a Use active communication skills and confirm the employee is engaged in the 
conversation. 


Providing employees with feedback on a continual basis also helps them know 
where they stand when they receive their formal appraisals. As a result, the anxiety 
they experience during formal appraisals is often alleviated, and a more meaningful 
conversation with them and their supervisors can take place. If employees are sur- 
prised by their reviews, it is probably safe to say that their supervisors have not been 
providing them much ongoing feedback. 


Performance Appraisal Programs 


The federal government began evaluating employees in 1842, when Congress passed a 
law mandating yearly performance reviews for department clerks, From this early be- 
ginning, performance appraisal programs have spread to large and small organizations 
in both the public and private sectors. Typically the appraisals are delivered annually, 
biannually, or sometimes quarterly by a supervisor to a subordinate. New employees 
are often put on probationary status for a period of time and evaluated thirty, sixty, 
or ninety days after being hired, with their continued employment contingent upon 
their performing satisfactorily. In many organizations, performance appraisals are con- 
ducted only once a year. However, an increasing number of organizations are finding 
value in conducting them on a semiannual and even quarterly basis. 

A focal performance appraisal is one in which all employees of a company are 
reviewed at the same time of year rather than on the anniversary dates they were 
hired. This appraisal strategy can be very helpful if a company is experiencing change 
and must quickly alter its strategy. After the new strategic goals of the firm are es- 
tablished, they can then be translated into individual goals employees receive all at 
the same time. That way, all employees can begin working toward those goals imme- 
diately. A focal performance appraisal also enables managers to compare the perfor- 
mance of different employees simultaneously, which can result in appraisals that are 
more accurate and fair, The review of an employee is also less likely to be overlooked 
if all of an organizations managers review employees at the same time. 


The Purposes of Performance Appraisal 


It has been said that “what gets measured gets done.’ Performance appraisals are part 
of an organizations measurement process. Good appraisal systems have the capabil- 
ity to influence employee behavior and improve an organizations performance. One 
study showed that organizations with strong performance management systems are 
40 to 50 percent more likely to outperform their competitors in the areas of revenue 
growth, productivity, profitability, and market value.’ This is why experts advise com- 
panies to continue to appraise their employees during an economic downturn, even if 
they cannot afford to give them raises. 
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Formal appraisal processes also ensure employees get at least some feedback from 
their supervisors. A recent poll by the research company Gallup found that employees 
who receive no feedback from their supervisors exhibit the least amount of engage- 
ment. Jim Harter, a Gallup research scientist and coauthor of the report, says even 
negative feedback is better than none. Negative feedback, he says, “at least lets people 
know that they matter.”* 

In addition to improving a firm's overall performance and profitability, Figure 8.2 
shows the other two most common purposes of performance appraisals, which are 
administrative and developmental. 


Administrative Purposes 

Appraisal programs provide input that can be used for the entire range of HRM ac- 
tivities, such as promotions, transfers, layoffs, and pay decisions. The practice of “pay- 
for-performance’—basing employees’ pay on their achievements—is found in all 
types of organizations. Studies have shown employees who earn performance-based 
pay are more satisfied.’ Performance appraisal data can also be used for HR plan- 
ning, to determine the relative worth of jobs, and as criteria for recruiting particular 
types of employees and validating selection tests, Yet another purpose of conducting 
performance appraisals is to document HRM actions that can result in legal action. 
Because of the government's equal employment opportunity and affirmative action 
directives, employers need to maintain accurate, objective employee performance re- 
cords in order to defend themselves against possible charges of discrimination when 
it comes to promotions, salaries, and terminations. Finally, it is important to recog- 
nize that the success of the entire HR program depends on knowing how the perfor- 
mance of employees compares with the goals established for them. This knowledge is 
best derived from a carefully planned and administered HR appraisal program. 


FIGURE 
8 9 Purposes of a Performance Appraisal 


DEVELOPMENTAL ADMINISTRATIVE 


e Provide performance feedback Document personnel decisions 

e Identify individual strengths and weaknesses Promote employees 

e Recognize individual performance Determine transfers and assignments 
achievements Identify performance problems and 
Help employees identify goals develop ways to correct them 
Evaluate goal achievement of employees Make retention, termination, and layoff 
Identify individual training needs decisions 

Determine organizational training needs Validate selection criteria 

Reinforce authority structure Meet legal requirements 

Allow employees to discuss concerns Evaluate training programs/progress 
Improve communication Assist with human resources planning 
Provide a forum for leaders to help Make reward and compensation decisions 
employees 
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Developmental Purposes 

From the standpoint of individual development, appraisal provides the feedback es- 
sential for discussing an employee's goals and how they align with the organization's. 
As with ongoing feedback, the appraisal process provides managers and employ- 
ees the opportunity to discuss ways to build on their strengths, eliminate potential 
weaknesses, identify problems, and set new goals for achieving high performance. 
Performance appraisals are also used to develop training and development plans for 
employees. By taking a developmental approach to appraisals, managers help employ- 
ees understand that the appraisals are being conducted to improve their future com- 
petencies and further their careers and are not being conducted simply to judge them 
based on their past performance. 

Companies such as Best Buy and EDS, a business unit of Hewlett-Packard, rede- 
signed their performance appraisal systems to focus more on employee development 
and learning. EDS, for example, integrated its performance appraisal system to work 
in concert with the company’s learning and career management objectives. The new 
system, called the Career Resource System, includes a detailed job description, per- 
formance review, and career planner to track employees’ long-term goals, as well as 
access to the company’s automated career library. The system is ultimately linked to 
the company’s succession policies. By creating this overall system, EDS hopes to shift 
the role of manager from that of “judge” to one of “coach.’® 


Why Appraisal Programs Sometimes Fail 


Performance appraisals often fall short of their potential. In an ongoing survey of em- 
ployee attitudes by the HR consulting firm Watson Wyatt, only 30 percent of employees 
said they thought their company’s performance management process actually improved 
employee performance; only one in five thought it helped poorly performing employees 
do better.’ Some people believe performance appraisals discourage teamwork because it 
frequently focuses on the individual achievements of workers versus what their teams 
or firms accomplish. (Who gets the best rating and the biggest raise? Who does not?) 
Others contend that appraisals are useful only at the extremes—for highly effective or 
highly ineffective employees—and are not as useful for the majority of employees in the 
middle. Still others point out that appraisals often focus on short-term achievements 
rather than long-term improvement and learning. For reasons such as these, organiza- 
tions such as SAS, Del Taco, and others do not perform formal evaluations and use 
coaching, individual development plans, or other feedback systems instead. Other or- 
ganizations, including Xerox, Motorola, and Procter & Gamble, have modified their 
performance appraisals to try to improve them.® 

Figure 8.3 shows the primary reasons why the performance appraisal process often 
ends up being less effective than it could be. Many managers are as nervous about 
administering appraisals as employees are about receiving them. Oftentimes they 
just want them to be over. When this happens managers do not engage employees 
in much of a conversation during the appraisals, which is a major drawback. Even 
when appraising an outstanding employee, managers often are reluctant to evaluate 
an employee's performance. Sometimes it is as simple as the manager lacks the skills 
to execute an effective performance review session; sometimes there is never enough 
money to recognize even the top performer. So reviews are postponed or handled 
poorly, and the result is that the organization's best performers are left frustrated, 
angry, disillusioned, and demotivated. In addition, those top performers are looking 
at the organization's competitor. 
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FIGURE 
g 3 Let Me Count the Ways... 


There are many reasons why performance appraisal systems might not be effective. Some 
of the most common problems include the following: 
Inadequate preparation on the part of the manager. 
Employee is not given clear objectives at the beginning of performance period. 
Manager may not be able to observe performance or have all the information. 
Performance standards may not be clear. 
Inconsistency in ratings among supervisors or other raters. 
Manager rating personality rather than performance. 
The halo effect, contrast effect, or some other perceptual bias. 
Inappropriate time span for evaluation (either too short or too long). 
Overemphasis on uncharacteristic performance. 
Inflated ratings because managers do not want to deal with “bad news.” 
Subjective or vague language in written appraisals. 
Organizational politics or personal relationships cloud judgments. 
No thorough discussion of causes of performance problems. 
Manager may not be trained at evaluation or giving feedback. 
No follow up and coaching after the evaluation. 


Sources: Patricia Evres, “Problems to Avoid during Performance Evaluations,” Air Conditioning, Heating & 
Refrigeration News 216, no. 16 (August 19, 2002): 24-26; Clinton Longnecker and Dennis Gioia, “The Politics 
of Executive Appraisals,” Journal of Compensation and Benefits 10, no. 2 (1994): 5-11; “Seven Deadly Sins of 
Performance Appraisals,” Supervisory Management 39, no. 1 (1994): 7-8. 


Employee performance avoidance often starts on day one of the new job. Rather 
than clearly outline the expectations, many managers show the new employees to 
their workstations and dump them off, leaving the new hires to their own means. Job 
assignments may be delivered and retrieved on a routine basis with little or no feed- 
back or comments from the manager. 

Unclear performance standards, biased ratings because managers lack training, too 
many time-consuming forms to complete, and use of the program for conflicting pur- 
poses can also hamper the effectiveness of performance appraisals. For example, if an 
appraisal program is used to determine an employee's future pay and at the same time 
to motivate the person to perform better, the two purposes can end up conflicting with 
one another. Often when salary decisions are discussed during a performance appraisal, 
they tend to become the dominant topic of conversation, and managers spend a lot of 
time justifying their pay decisions. As a result, ways to improve the employee's future 
job performance get less discussion. 

One of the main concerns employees have about appraisals relates to the fairness 
of the performance appraisal systems of their firms. Organizational politics, a firm's 
culture, the orientation of its managers, history, and current competitive conditions 
can all affect how managers conduct and rate their employees.’ For example, manag- 
ers sometimes inflate evaluations because they want to obtain higher salaries for their 
employees or because higher ratings for their subordinates make them look good as 
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supervisors. Alternatively, managers might want to get rid of troublesome employ- 
ees by inflating their ratings and passing them off to another department. Even when 
appraisals are supposed to be confidential, employees often have a keen sense about 
whether the process is fair or not, or at least they think they do. Employees who believe 
the system is unfair are likely to consider the appraisal interview a waste of time and 
leave the interview feeling frustrated and cynical. Also, they may view compliance with 
the appraisal system as perfunctory and thus play only a passive role during the inter- 
view process. By addressing these employee concerns during the planning stage of the 
appraisal process and reassuring them that they can meet the requirements and will be 
rewarded accordingly, an appraisal program is mote likely to be successful,” 


Small Business Application ulil 


Does a Small Business Formally Appraise Its Employees? 


So now you have your own business. That means you can dispense with those pesky, time-consuming performance re- 
views everyone dreads, right? You never liked them as an employee. In fact, maybe they helped solidify your desire to 
work for yourself. Why would you like them any more as a manager, entrepreneur, or small business owner? 

Do not be so fast to dump performance appraisals. Without them, you might end up “flying blind” when it 
comes to some important performance metrics. “In a small business in particular, the performance review is like a 
dashboard—it gives you all kinds of gauges about quality, job knowledge, customer service,” says Robert Chanin, the 
director of human resources for The Alcott Group, a PEO that provides HR and other services. “If there isn't any gauge, 
you don’t know if your business is doing well or not.” 

By contrast, put a good performance appraisal system in place and the sky is the limit, says Barrie Gross, a human 
resources expert and employment law attorney. “They're one of the tools businesses can use to get employees more 
involved, increase their motivation, and help them achieve success,” Gross explains. Evaluating your employees also 
lets them know they are not just human cogs in the production process—that you care about them, their involvement 
in the firm, and their personal goals. This can help a small business retain its top employees rather than losing them 
to big companies where they are often treated more impersonally. The feedback can be verbal, if the reviews are for de- 
velopment purposes only. However, if the evaluations are used in conjunction with raises and promotions, they should 
be written. Legal experts counsel employers to maintain written records in order to provide themselves with greater 
legal protections. 

Small businesses with few employees or that are just launching their performance appraisal systems can utilize 
off-the-shelf appraisal systems consisting of either printed forms or software. Popular software brands include Success- 
Factors’ Performance Management system, Appraisal Smart, and Halogen’s eAppraisal product, the latter two of which 
are web-based. Generally, a manager can customize appraisal forms in software packages by selecting elements from a 
list of attributes and behaviors that describe on-the-job success for a position. 

Keep in mind that performance reviews are not about the forms, though. They are a two-way discussion designed 
to benefit both parties. In addition to your employees learning about how they can improve their performance, the 
appraisals can help you learn how to improve yours as well. 


Sources: Amy Linn, “Boost Performance with Performance Reviews,” Small Business Review, http://smallbusinessreview.com; David Javitch, 
“How to Survive Employee Appraisals,” Entreprenur.com, http://www.entrepreneur.com. 
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As with all HR practices, if the support of a firm’s top managers is lacking, the 
appraisal program will not be successful. Even the best-conceived program will not 
work in an environment where appraisers are not encouraged by their superiors to 
take the program seriously. To underscore the importance of this responsibility, top 
management should make the effectiveness of appraising and developing subordi- 
nates a standard by which the appraisers themselves will be evaluated. 


Developing an Effective Appraisal Program 


The HR department ordinarily has the primary responsibility for overseeing and co- 
ordinating a firm's appraisal program. However, managers from the company’s operat- 
ing departments must also be actively involved, particularly when it comes to helping 
establish the objectives for the program. Furthermore, employees are more likely to 
accept and be satisfied with the performance appraisal program when they have the 
chance to participate in its development. Their concerns about the fairness and ac- 
curacy of the program insofar as it determines their raises, promotions, and the like 
tend to be alleviated somewhat when they have been involved at the planning stage 
and have helped develop the performance standards themselves. It also helps ensure 
that the appraisal takes into account all of the tasks that need to be done in an organi- 
zation, especially when major changes in the firm and its jobs are taking place.1! 


What Are the Performance Standards? 


Before any appraisal is conducted, the standards by which performance is to be evalu- 
ated should be clearly defined and communicated to the employee. As we discussed 
in Chapter 4, these standards should be based on job-related requirements derived 
from a job analysis and reflected in an employee's job description and job specifica- 
tions. When performance standards are properly established, they help translate an 
organization's goals and objectives into job requirements that communicate to em- 
ployees the definitions of acceptable and unacceptable performance levels. 

As shown in Figure 8.4, there are four basic elements that must be considered when 
establishing performance standards: strategic relevance, criterion deficiency, criterion 
contamination, and reliability. 


Strategic Relevance 

Strategic relevance refers to the extent to which the standards of an appraisal relate 
to the strategic objectives of the organization in which they are applied. For example, 
if an organization has established a standard that “95 percent of all customer com- 
plaints are to be resolved in one day,’ then it is relevant for the customer service rep- 
resentatives to be held to this standard when they are evaluated. Companies such as 
3M and Buckman Laboratories have strategic objectives to the effect that a certain 
percent of their sales are to be generated from products developed within the past five 
years. These objectives are then translated into performance standards for their em- 
ployees. General Motors and Whirlpool’s strategic objectives include cost, quality, and 
speed, and the two companies have developed metrics to identify and compare their 
performance around the world on these measures. A strategy-driven performance ap- 
praisal process also provides the documentation HR managers need to justify various 
training expenses in order to close any gaps between employees’ current skills and 
those they will need in the future to execute the firm's strategy. Moreover, because 
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FIGURE 
8 4 Establishing Performance Standards 


Criterion contamination: 

Elements that affect the 

appraisal measures that 

are not part of the actual 

performance Performance measures 


Strategic relevance: Zone of valid 

Performance standards assessment Reliability: Measures that 
linked to organizational are consistent across 
goals and competencies raters and over time 


Actual performance Criterion deficiency: Aspects of actual 
performance that are not measured 
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they provide evidence of a person's performance, appraisal metrics based on a firm's 
strategy are more defensible in court.” 


Criterion Deficiency 

A second consideration in establishing performance standards is the extent to which 
the standards capture the entire range of an employee's responsibilities, When perfor- 
mance standards focus on a single criterion (such as sales revenues) to the exclusion 
of other important but less quantifiable performance dimensions (such as customer 
service), then the appraisal system is said to suffer from criterion deficiency." 


Criterion Contamination 

Just as performance criteria can be deficient, they can also be contaminated. There 
are factors outside an employee's control that can influence his or her performance. A 
comparison of performance of production workers, for example, should not be con- 
taminated by the fact that some work with newer machines than others do, A com- 
parison of the performance of traveling salespeople should not be contaminated by 
the fact that territories differ in terms of their sales potential, 14 


Reliability 

As we discussed in Chapter 6, reliability refers to the stability or consistency of a stan- 
dard, or the extent to which individuals tend to maintain a certain level of performance 
over time. In terms of appraisal ratings, reliability can be measured by correlating two 
sets of ratings made by a single rater or by two different raters. For example, two man- 
agers would rate the same individual and estimate his or her suitability for a promotion. 
Their ratings would then be compared to determine inter-rater reliability. 
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To make sure managers are rating employees consistently, some companies use a 
process called calibration, During calibration meetings, a group of supervisors, led calibration 
by their managers and facilitated by an HR professional, discuss the performance A process whereby manag- 
of individual employees to ensure all managers apply similar standards to all of the i lain A 
firms employees. The supervisors begin the process by rating employees whose per- as Hae to ensure theif 
formances are especially good or especially poor. They then attempt to rate employ- employee appraisals are in 
ees who lie more in the middle and try to achieve a consensus on their performance. line with one another 
Initially, the ratings are likely to vary considerably simply because some managers are 
hard raters and others are not. Over subsequent evaluation periods and calibration 
meetings, however, the ratings should begin to converge, or become more similar. 
Calibration meetings can be particularly helpful after a merger or acquisition— 
especially one that is global. Why? Because differences in the corporate cultures 
and the appraisal standards of the formerly separate companies can cause the same 
employees to be rated quite differently. For example, when Lawson Software, a 
Minnesota-headquartered firm, grew from 1,400 employees in three countries to 
4,000 employees in thirty countries, it successfully used calibration to be sure its 
managers across the globe were assessing employees accurately, 
Performance standards also permit managers to specify and communicate pre- 
cise information to employees regarding quality and quantity of output. This is why 
the standards should be defined in quantifiable and measurable terms and written 
down. For example, “the ability and willingness to handle customer orders” is not as 
good a performance standard as “all customer orders will be filled in four hours with 
a 98 percent accuracy rate.” When the standard is expressed in specific, measurable 
terms, comparing an employee's performance against the standard results in a more 
accurate and justifiable appraisal. 


Are You Complying with the Law? 


Because performance appraisals are used as one basis for HRM actions, they must 
meet certain legal requirements. In Brito v. Zia, for example, the Supreme Court 
ruled that performance appraisals were subject to the same validity criteria as selec- 
tion procedures.'© As the courts have made clear, a central issue is to have carefully 
defined and measurable performance standards, In one landmark case involving test 
validation, Albemarle Paper Company v. Moody (discussed in Chapter 3), the U.S. Su- 
preme Court found that employees had been ranked against a vague standard, open 
to each supervisor's own interpretation. The Court stated that “there is no way of 
knowing precisely what criteria of job performance the supervisors were considering, 
whether each supervisor was considering the same criteria, or whether, indeed, any of 
the supervisors actually applied a focused and stable body of criteria of any kind?” 
This decision has prompted organizations to try to eliminate vagueness in descrip- 
tions of traits such as attitude, cooperation, dependability, initiative, and leadership. 
For example, the trait “dependability” can be made much less vague if it is spelled out 
in terms of employee tardiness and/or unexcused absences. In general, reducing the 
room for subjective judgments will improve the entire appraisal process, 
Furthermore, other court decisions show that employers might face legal chal- 
lenges to their appraisal systems when appraisals indicate an employee's performance 
is acceptable or above average, but then the person is later passed over for promotion, 
disciplined for poor performance, discharged, or laid off from the organization. In 
these cases, the performance appraisals can undermine the legitimacy of the subse- 
quent personnel decision. Intel, for example, was taken to court by a group of former 
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employees on grounds that the performance appraisal system (used for layoff deci- 
sions) was unreliable and invalid. Other companies such as Goodyear and Ford have 
also faced legal battles because their performance appraisals were viewed as discrim- 
inatory against older workers.!® In light of court cases such as these, performance 


appraisals should meet the following legal guidelines: 


= Performance ratings must be job-related, with performance standards developed 
through a job analysis. Only evaluate those areas that are necessary for effective job 
performance. 


= Employees must be provided with clear, written job standards in advance of their 
appraisals so they understand what they need to do to get top ratings. 


= Managers who conduct the appraisals must be able to observe the behavior they 
are rating. This implies having measurable standards with which to compare 
employee behavior. 


= Do not allow performance problems to continue unchecked. Document problems 
when they occur and refer to them in employeesi appraisals. 


= Supervisors should be trained to use the appraisal form correctly. They should be 
instructed as to how to apply the appraisal standards when making judgments. 


a The appraisals should be discussed openly with employees and counseling or 
corrective guidance offered to help poor performers improve their performance. Be 
open to the possibility that employees could be transferred to other positions that 
better suit their abilities. 


= An appeals procedure should be established to enable employees to express their 
disagreement with the appraisals.’ 


To comply with the legal requirements of performance appraisals, employers must 
ensure that managers and supervisors document appraisals and reasons for subse- 
quent HRM actions. This informa- 
tion may prove decisive should an 
employee take legal action. An em- 
ployer’s credibility is strengthened 
when it can support performance 
appraisal ratings by documenting 
instances of poor performance. In 
addition, HR professionals should 
review the appraisal comments 
made by supervisors for comments 
that could indicate the firm is not 
complying with the law. Consider 
the following comments: “Ted 
was absent for several weeks in 
2011, which adversely affected op- 
erations.’ If some of Ted’s absences 
were taken in conjunction with the 
Family Medical Leave Act, the com- 
ment could be used in court to show 


Ted was deprived of his right to take 


Specific, measurable 
job standards help 
remove vagueness 
and subjectivity 
from performance 
appraisals. 


© Bill Varie/CorbisSyndicate 
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leave under the act without being retaliated against.”° Having appraisals reviewed by 
a supervisor's superior can also reduce the chance of biased evaluations and evalua- 
tions that could be legally problematic. 


Who Should Appraise an Employee’s Performance? 


Just as there are multiple standards by which to evaluate performance, there are also 
multiple candidates for appraising performance. Given the complexity of today’s 
jobs, it is often unrealistic to presume that one person can fully observe and evalu- 
ate an employee's performance. At IBM, employees with high potential are regularly 
reviewed by a broad cross-section of the company’s leaders, not just their immedi- 
ate bosses. As shown in Figure 8.5, the raters can include supervisors, peers, team 
members, themselves, subordinates, customers, vendors, and suppliers. Each may be 
more or less useful for the administrative and developmental purposes we discussed 
earlier. Companies such as Cigna, Morgan Stanley, and Disney are among the many 
organizations that have used a multiple-rater approach—or 360-degree appraisal— 
to evaluate employee performance.”! We will talk more about 360-degree appraisal at 
the end of this section. 


Manager/Supervisor Appraisal 

Manager and/or supervisor appraisal has been the traditional approach to evaluat- 
ing an employee's performance. In most instances, supervisors are in the best position 
to perform this function, although it may not always be possible for them to do so, 
Managers with many subordinates often complain that they do not have the time to 
fully observe the performance of each of them. These managers must then rely on per- 
formance records to evaluate an employee's performance. If reliable and valid measures 
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LEARNING OUTCOME 3 


Do you think as an em- 
ployee you would be in 
a good position to ap- 
praise your boss? What 
aspects of his or her 
performance might you 
be in a good position 
to appraise? 


manager 

and/or supervisor 
appraisal 

A performance appraisal 
done by an employee’s 
manager and often reviewed 


by a manager one level 
higher 
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self-appraisal 


A performance appraisal 
done by the employee being 
evaluated, generally on an 
appraisal form completed 
by the employee prior to the 
performance interview 


subordinate 
appraisal 


A performance appraisal of 
a superior by an employee, 
which is more appropriate 

for developmental than for 
administrative purposes 


peer appraisal 


A performance appraisal 
done by one’s fellow employ- 
ees, generally on forms that 
are compiled into a single 
profile for use in the perfor- 
mance interview conducted 
by the employee’s manager 
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are not available, the appraisal is likely to be less than accurate. (Recall our earlier dis- 
cussion of criterion deficiency and criterion contamination.) In addition, research has 
shown that the ratings managers give employees they have known for less than one year 
are less reliable, which can be a drawback when an organization uses focal performance 
appraisals,” 


Self-Appraisal 

Sometimes employees are asked to evaluate themselves on a self-appraisal form. The 
self-appraisal is beneficial when managers seek to increase an employee's involve- 
ment in the review process. A self-appraisal system requires an employee to complete 
the appraisal form prior to the performance interview. At a minimum, this gets the 
employee thinking about his or her strengths and weaknesses and may lead to dis- 
cussions about barriers to effective performance. During the performance appraisal, 
the manager and the employee discuss the employee's job performance and agree on 
a final appraisal. This approach also works well when the manager and the employee 
jointly establish future performance goals or employee development plans. 

Critics of self-appraisal argue that self-raters are more lenient than managers in 
their assessments and tend to present themselves in a highly favorable light. There 
is also evidence that self-appraisals can lead employees to believe that they will have 
more influence over the appraisal’s outcome. If that expectation is not met, the em- 
ployee can become frustrated. For this reason, self-appraisals are often best used 
for developmental purposes rather than for administrative decisions. However, 
used in conjunction with other methods, self-appraisals can be a valuable source 
of appraisal information. They at least serve as a catalyst for discussion during the 
appraisal.” 


Subordinate Appraisal 

Subordinate appraisals have been used by both large and small organizations to 
give managers feedback on how their subordinates view them. 1° Subordinates are 
in a good position to evaluate their managers because they are in frequent contact 
with their superiors and occupy a unique position from which to observe many 
performance-related behaviors. Subordinate appraisals have also been shown to 
improve the performance of managers. The performance dimensions judged most 
appropriate for subordinates to appraise include a manager's leadership, oral commu- 
nication, delegation of authority, coordination of team efforts, and interest in his or 
her subordinates. However, dimensions related to managers’ specific job tasks, such 
as planning and organizing, budgeting, creativity, and analytical ability, are not usually 
considered appropriate dimensions for subordinates to appraise. 

Because subordinate appraisals give employees power over their bosses, manag- 
ers are sometimes hesitant to be evaluated by the people they supervise, particularly 
when it might be used as a basis for compensation decisions. However, when the in- 
formation is used for developmental purposes, managers tend to be more open to the 
idea. Available evidence suggests that when managers heed the advice of their sub- 
ordinates, their own performance can improve substantially. Nevertheless, to avoid 
potential problems, subordinate appraisals should be submitted anonymously and 
combined across several individual raters.”+ 


Peer Appraisal 
Individuals of equal rank who work together are increasingly asked to evaluate each 
other. A peer appraisal provides information that differs to some degree from ratings 
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by a superior, since an employee's peers often see different dimensions of his or her 
performance. Peers can readily identify leadership and interpersonal skills along with 
other strengths and weaknesses of their coworkers. For example, a superior asked 
to rate a patrol officer on a dimension such as “dealing with the public” might not 
have had much opportunity to observe it. Fellow officers, on the other hand, likely 
would have. 

One advantage of peer appraisals is the belief that they furnish more accurate and 
valid information than appraisals by superiors. The supervisor often sees employees 
putting their best foot forward, while those who work with their fellow employees 
on a regular basis may see a more realistic picture. With peer appraisals, cowork- 
ers complete an evaluation on the employee. The forms are then usually compiled 
into a single profile, which is given to the supervisor for use in the final appraisal. 
For employees who have trouble confronting their coworkers about problems, the 
reviews provide a forum in which to address issues and resolve conflicts. They also 
provide an opportunity to hand out praise.” Despite the evidence that peer ap- 
praisals are possibly the most accurate method of judging employee behavior, they 
often are not solicited.”° Managers are sometimes reluctant to give up control of 
the process or worry that the ratings are simply a popularity contest. 

Peer appraisals alone should not be used to make administrative decisions related to 
salaries, bonuses, promotions, and other major decisions about an employee. Employ- 
ers using peer appraisals must also be sure to safeguard confidentiality in handling 
the review forms, Any breach of confidentiality can create interpersonal rivalries or 
hurt feelings and foster hostility among fellow employees. 


team appraisal 


A performance appraisal, 
based on TQM concepts, that 
` recognizes team accomplish- 
Team Appraisal ment rather than individual 


An extension of the peer appraisal is the team appraisal, In a team setting, it may Performance 
be nearly impossible to separate out an individual’s contribution. Advocates of 

team appraisals argue that, when this 
is the case, individual appraisals can be 
dysfunctional and distract a team from 
focusing on critical issues. To address 
this issue, organizations ranging from 
Boeing and Texas Instruments to Jos- 
tens and Ralston Foods have used team 
appraisals to evaluate the performance 
of their teams as a whole,” These com- 
panies believe that team appraisals can 
help break down barriers between indi- 
vidual employees and encourage a joint 
effort on their part. 

Much of the interest in team apprais- 
als grew out of company commitments 
to total quality management (TQM) in 
the 1980s. But the principles and prac- 
tices are no less relevant today. At its 
root, TQM is a control system that in- 
volves setting standards (based on cus- 
tomer requirements), measuring a firm's 
performance against those standards, 


Some managers 
give their teams 
autonomy but hold 
them accountable 
for results. 
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and identifying opportunities for continuous improvement. In this regard, TQM and 
performance appraisals complement one another. However, a basic tenet of TQM 
is that a firm's performance is best understood at the level of the system as a whole, 
whereas performance appraisals traditionally focus on individual performance.”® Fre- 
quently, the system is complemented by the use of team incentives or group variable 


pay. (See Chapters 10 and 16.) 


Customer Appraisal 
Also driven by TQM concerns, an increasing number of organizations use internal 
customer appraisal and external customer appraisals as a source of performance appraisal information. 


A performance appraisal External customers’ evaluations, of course, have been used for some time to appraise 
ee a Da a restaurant personnel. However, companies such as Federal Express, Best Buy, and 
rioters ra Isuzu are among the companies that have utilized external customers as well, Poor 
both a firm’s external and customer appraisals undoubtedly explain why some firms, including Dell and oth- 


internal customers ers, have reconsidered offshoring their customer service functions. Other companies 


survey their vendors and suppliers as part of the appraisal process. By including the 
firm's business partners in the performance reviews, managers hope to produce more 
objective evaluations, more effective employees, more satisfied customers, and better 
business performance.” 

In contrast to external customers, internal customers include anyone inside the 
organization who depends on an employee's work output. For example, manag- 
ers who rely on the HR department for selection and training services would be 
candidates for conducting internal customer evaluations of that department. For 
both developmental and administrative purposes, internal customers can pro- 
vide extremely useful feedback about the value added by an employee or team of 
employees. 


Putting It All Together: 360-Degree Appraisal 


As mentioned previously, companies such as Intel and Morgan Stanley combine 
various sources of performance appraisal information to create multirater—or 360- 
degree—appraisal and feedback systems. Jobs are multifaceted, and different people 
see different things. As the name implies, 360-degree feedback is intended to provide 
employees with as accurate a view of their performance as possible by getting input 
from all angles: supervisors, peers, subordinates, customers, and the like. Although 
in the beginning, 360-degree systems were purely developmental and were restricted 
mainly to management and career development, they have migrated to performance 
appraisal and other administrative applications. 

Because the system combines more information than a typical performance ap- 
praisal, it can become administratively complex. For that reason, organizations have 
recently begun using performance management software to compile and 
aggregate the information.*° For example, Workstream 7.0, developed by 
Workstream, Inc., a Florida company, gives managers a single view of all 
their talent management information: performance reviews, 360-degree as- 
sessments, compensation planning, development data, and succession plan- 
ning, all unified in one application.*! Figure 8.6 shows a list of pros and cons 
of 360-degree appraisal. When Intel established a 360-degree system, the 
company observed the following safeguards to ensure its maximum quality 
and acceptance: 


Using the INTERNET 
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FIGURE 
g 6 Pros and Cons of 360-Degree Appraisal 


PROS 


The system is more comprehensive in that responses are gathered from multiple 
perspectives. 

Quality of information is better. (Quality of respondents is more important than quantity.) 
It complements TQM initiatives by emphasizing internal/external customers and teams. 
It may lessen bias/prejudice since feedback comes from more people, not one 
individual. 

Feedback from peers and others may increase employee self-development. 


CONS 


The system is complex in combining all the responses. 

Feedback can be intimidating and cause resentment if employee feels the respondents 
have “ganged up.” 

There may be conflicting opinions, though they may all be accurate from the respective 
standpoints. 

The system requires training to work effectively. 

Employees may collude or “game” the system by giving invalid evaluations to one 
another. 

Appraisers may not be accountable if their evaluations are anonymous. 


Sources: Compiled from David A. Waldman, Leanne E. Atwater, and David Antonioni, “Has 360-Degree 
Feedback Gone Amok?” Academy of Management Executive 12, no. 2 (May 1998): 86-94; Bruce Pfau, Ira Kay, 
Kenneth Nowak, and Jai Ghorpade, “Does 360-Degree Feedback Negatively Affect Company Performance?” 
HRMagazine 47, no. 6 (June 2002): 54-59; Maury Peiperl, “Getting 360-Degree Feedback Right,” Harvard 
Business Review 79, no. 1 (January 2001): 142-47; Joyce E. Bono and Amy E. Colbert, “Understanding 
Responses to Multi-Source Feedback: The Role of Core Self-Evaluations,” Personnel Psychology 58, no. 1 
(Spring 2005): 171-205. 


a Assure anonymity. Make certain that no employee ever knows how any evalu- 
ation team member responded. (The supervisor's rating is an exception to 
this rule.) 


= Make respondents accountable. Supervisors should discuss each evaluation team 
member's input, letting each member know whether he or she used the rating 
scales appropriately, whether his or her responses were reliable, and how other 
participants rated the employee. 


a Prevent “gaming” of the system. Some individuals may try to help or hurt an 
employee by giving either too high or too low an evaluation. Team members may 
try to collude with one another by agreeing to give each other uniformly high 
ratings. Supervisors should check for obviously invalid responses. 


a Use statistical procedures. Use weighted averages or other quantitative approaches 
to combine evaluations. Supervisors should be careful about using subjective 
combinations of data, which could undermine the system. 


a Identify and quantify biases. Check for prejudices or preferences related to age, 
gender, ethnicity, or other group factors.” 
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Training Appraisers 


A weakness of many performance appraisal programs is that managers and super- 
visors are not adequately trained for the appraisal task, and so the feedback they 
provide their subordinates is not as useful as it might be and can often be meaning- 
less, if not destructive. This is perhaps one reason why some experts believe firms 
should no longer conduct performance appraisals of their employees. However, 
training appraisers can vastly improve the performance appraisal process. Accord- 
ing to one HR manager: “ What's not important is the (appraisal) form or the (mea- 
suring) scale, What’s important is that managers can objectively observe people's 
performance and objectively give feedback on that performance.’ Nonetheless, in 
a survey of fifty-five HR managers from medium and large companies, more than 
half said their companies did either little or no evaluation of how well their manag- 
ers do appraisals.?? 


Establishing an Appraisal Plan 

A training program for raters is most effective when it follows a systematic process 
that begins with an explanation of the objectives of the firm's performance appraisal 
system. It is also important for the rater to know the purpose for which the appraisal 
is to be used. For example, using the appraisal for compensation decisions rather than 
development purposes can affect how the rater evaluates the employee, and it may 
change the rater’s opinion of how the appraisal form should be completed. The me- 
chanics of the rating system should also be explained, including how frequently the 
appraisals are to be conducted, who will conduct them, and what the standards of 
performance are. In addition, appraisal training should alert raters to the weaknesses 
and problems of appraisal systems so that they can be avoided. 


Performance 
appraisal programs 
are most effective 
when managers 

have been properly 
trained to adequately 
observe and give 
feedback to their 
employees. 
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Eliminating Rater Error 

Appraisal training should focus on eliminating the subjective errors made by manag- 
ers in the rating process. Gary Latham and Kenneth Wexley stress the importance of 
performance appraisal training by noting that 


[R]egardless of whether evaluations are obtained from multiple appraisers or from 
only the employee's immediate superior, all appraisers should be trained to reduce er- 
rors of judgment that occur when one person evaluates another. This training is nec- 
essary because to the degree to which a performance appraisal is biased, distorted, or 
inaccurate, the probability of increasing the productivity of the employee is greatly 
decreased. Moreover, wrong decisions could be made regarding whom to promote, 
retain, or replace, which in turn will penalize the organization’s bottom line. In addi- 
tion, when a performance appraisal is affected by rating errors, the employee may be 
justified in filing a discrimination charge.** 


With any rating method, certain types of errors can arise that should be considered. 
The “halo error” we discussed in Chapter 6 when we looked at selecting employees 
can occur during the appraisal process if raters do not have carefully developed de- 
scriptions of the employee behaviors being rated. The “horn error” is the opposite 
of the halo effect. It occurs when a manager focuses on one negative aspect about 
an employee and generalizes it into an overall poor appraisal rating. A personality 
conflict between a manager and his or her employees increases the probability of the 
horn effect, which can lead to a high level of frustration on the employee's part if it is 
not corrected.*° 

Some types of rating errors are distributional errors in that they involve a group of 
ratings given across various employees. For example, raters who are reluctant to assign 
either extremely high or extremely low ratings commit the error of central tendency. In 
this case, all employees are rated about average. It is a good idea to explain to raters that 
among large numbers of employees, one should expect to find significant differences 
in their behavior, productivity, and other characteristics. 

In contrast to central tendency errors, it is also common for some raters to give 
unusually high or low ratings. For example, a manager might erroneously assert, “All 
my employees are excellent” or “None of my people are good enough.” These beliefs 
give rise to what is called leniency or strictness error.’ One way to reduce this 
error is to clearly define the characteristics or dimensions of performance and to 
provide meaningful descriptions of behavior, known as “anchors,” on the scale. An- 
other approach is to require ratings to conform to a forced distribution, which is 
also sometimes referred to as forced ranking. Managers appraising employees under 
a forced distribution system are required to place a certain percentage of employees 
into various performance categories. For example, it may be required that 10 percent 
of ratings be poor (or excellent). This is similar to the requirement in some schools 
that instructors grade on a curve. GE, Ford Motor Company, and UBS are some of 
the companies that have utilized forced distributions in their appraisal processes. 
(GE refers to the distribution as a “vitality curve.’*”) A variation of this is peer rank- 
ing, a system whereby employees in a work group are ranked against one another 
from best to worst. 

Although forced distribution and peer ranking may solve leniency and strictness 
errors, they can create other rating errors—particularly if most employees are per- 
forming above standard. Moreover, if the system has a disparate impact on a legally 


error of central 
tendency 


A performance rating error 
in which all employees are 
rated about average 


leniency or 
strictness error 


A performance rating error 
in which the appraiser tends 
to give employees either 
unusually high or unusually 
low ratings 


forced distribution 


A performance appraisal 
ranking system whereby 
raters are required to place 
a certain percentage of 
employees into various 
performance categories 
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recency error 


A performance rating error in 
which the appraisal is based 
largely on the employee’s 
most recent behavior rather 
than on behavior throughout 
the appraisal period 


contrast error 


A performance rating error in 
which an employee’s evalu- 
ation is biased either upward 
or downward because of 
comparison with another 
employee just previously 
evaluated 


similar-to-me error 


A performance rating error in 
which an appraiser inflates 
the evaluation of an em- 
ployee because of a mutual 
personal connection 
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protected group, such as a minority or older employers, it can result, and has re- 
sulted, in discrimination lawsuits, which GE, among other companies, has experi- 
enced firsthand. Other companies, including Ford and Goodyear, abandoned their 
forced ranking systems after lawsuits, lower morale, decreased teamwork, and de- 
structive employee competition ensued following their use. In addition, not all cor- 
porate cultures are conducive to forced ranking systems. For example, at Starbucks, 
which fosters a corporate climate based on teamwork, using a forced ranking system 
would probably be counterproductive. Because of the legal issues related to forced 
ranking, companies that use these methods obviously need to carefully train their 
appraisers.’ 

Some rating errors are temporal in that the performance review is biased either 
favorably or unfavorably, depending on the way performance information is se- 
lected, evaluated, and organized by the rater over time. For example, when the 
appraisal is based largely on the employee's recent behavior, good or bad, the rater 
has committed the recency error. Managers who give higher ratings because they 
believe an employee is “showing improvement” may unwittingly be committing 
recency error. Without work record documentation for the entire appraisal pe- 
riod, the rater is forced to recall recent employee behavior to establish the rat- 
ing. Having the rater routinely document employee accomplishments and failures 
throughout the whole appraisal period can minimize the recency error. One wa 
for managers to do this is by keeping a diary or a log. Rater training also will help 
reduce this error. 

Contrast error occurs when an employee's evaluation is biased either upward 
or downward because of another employee's performance, evaluated just previ- 
ously. For example, an average employee may appear especially productive when 
compared with a poor performer. However, that same employee could appear un- 
productive when compared with a star performer. Contrast errors are most likely 
when raters are required to rank employees in order from the best to the poorest. 
Employees are evaluated against one another, usually on the basis of some organi- 
zational standard or guideline. For example, they may be compared on the basis of 
their ability to meet production standards or their “overall” ability to perform their 
job. As with other types of rating errors, contrast error can be reduced through 
training that focuses on using objective standards and behavioral anchors to ap- 
praise performance.*? 

The similar-to-me error occurs when appraisers inflate the evaluations of peo- 
ple with whom they have something in common. For example, if both the manager 
and the employee are from the same state or went to the same schools, the manager 
may unwittingly have a more favorable impression of the employee. The effects of a 
similar-to-me error can be powerful, and when the similarity is based on race, reli- 
gion, gender, or some other protected category, it can result in discrimination. 

Furthermore, raters should be aware of any stereotypes they may hold toward par- 
ticular groups. For example, one study found that men who experience conflicts be- 
tween family and work received lower overall performance ratings and lower reward 
recommendations than men who did not experience such conflicts. Women, on the 
other hand, were judged no differently, whether they experienced family-work con- 
flicts or not. A host of organizations such as Sears and Weyerhaeuser have developed 
formal training programs to reduce the subjective errors commonly made during the 
rating process. This training can pay off, particularly when participants have the op- 
portunity to (1) observe other managers making errors, (2) actively participate in 
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discovering their own errors, and (3) practice job-related tasks to reduce the errors 
they tend to make, 


Feedback Training 

Finally, a training program for raters should provide some general points to consider 
for planning and providing feedback on an ongoing basis and during the appraisal 
interview. Managers need to understand that employees want feedback—that is, they 
want to know how they are doing and how they can improve. They are less eager to 
be appraised or judged. This is why it is important for their managers to provide 
them with ongoing feedback and not just “dump on them” during a formal appraisal. 
Feedback training should cover at least three basic areas: (1) communicating effec- 
tively, (2) diagnosing the root causes of performance problems, and (3) setting goals 
and objectives. A checklist like the one in Highights in HRM 1 can be used to help 


supervisors prepare for the appraisal interview. 


HIGHLIGHTS IN HRM 


Supervisor’s Checklist 
for the Performance Appraisal 


Scheduling 

1. Schedule the review and notify the employee ten days to two weeks in advance. 

2. Ask the employee to prepare for the session by reviewing his or her performance, job objectives, and development 
goals. 

3. Clearly state that this will be the formal annual performance appraisal. 


Preparation 
1. Review the performance documentation collected throughout the year. Concentrate on work patterns that have 
developed. 


2. Be prepared to give specific examples of above- or below-average performance. 
When performance falls short of expectations, determine what changes need to be made. If the performance meets 
or exceeds expectations, discuss this and plan how to reinforce it. 

4. After the appraisal is written, set it aside for a few days and then review it again. 

5. Follow whatever steps are required by your organization’s performance appraisal system. 


Conducting the Review 

1. Select a location that is comfortable and free of distractions. 

2. Discuss each topic in the appraisal one at a time and address both the employee's strengths and shortcomings in 
that area. 

Be specific and descriptive, not general and judgmental. Report occurrences rather than evaluating them. 

Discuss your differences and resolve them. Solicit agreement with the evaluation. 

Jointly discuss and design plans for taking corrective action for growth and development. 

Maintain a professional and supportive approach to the appraisal discussion. 


Ou Oe oe 
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LEARNING OUTCOME 4 


As an employee, would 
you rather be evalu- 
ated on your personal 
traits or characteristics, 
your on-the-job behav- 
iors, or the results you 
get? Would it depend 
upon the job you were 
doing? 


graphic rating scale 
method 


A trait approach to perfor- 
mance appraisal whereby 
each employee is rated 
according to a scale of 
characteristics 


mixed-standard 
scale method 


A trait approach to perfor- 
mance appraisal similar to 
other scale methods but 
based on comparison with 
(better than, equal to, or 
worse than) a standard 
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Performance Appraisal Methods 


Since the early years of their use by the federal government, methods of evaluating per- 
sonnel have evolved considerably. Old systems have been replaced by new methods that 
reflect technical improvements and legal requirements and are more consistent with the 
purposes of appraisal. Likewise, paper appraisals are being replaced by electronic ap- 
praisals built into firms’ performance management systems. In the discussion that fol- 
lows, we will examine in some detail the methods that have found widespread use, and 
we will briefly touch on other methods that are used less frequently. Performance ap- 
praisal methods can be broadly classified as measuring traits, behaviors, or results, Trait 
approaches continue to be used despite their subjectivity, Behavioral approaches provide 
more action-oriented information to employees and therefore may be best for develop- 
ment. The results-oriented approach has become more popular because it focuses on the 
measurable contributions that employees make to the organization. 


Trait Methods 


Trait approaches to performance appraisal are designed to measure the extent to 
which an employee possesses certain characteristics—such as dependability, creativity, 
initiative, and leadership—that are viewed as important for the job and the organi- 
zation in general, Trait methods became popular because they are easy to develop. 
However, if not designed carefully on the basis of job analysis, trait appraisals can be 
notoriously biased and subjective. 


Graphic Rating Scales 

In the graphic rating scale method, each trait or characteristic to be rated is repre- 
sented by a scale on which a rater indicates the degree to which an employee possesses 
that trait or characteristic. An example of this type of scale is shown in Highlights 
in HRM 2. There are many variations of the graphic rating scale. The differences 
are to be found in (1) the characteristics or dimensions on which individuals are 
rated, (2) the degree to which the performance dimension is defined for the rater, 
and (3) how clearly the points on the scale are defined. In Highlights in HRM 2, the 
dimensions are defined briefly, and some attempt is made to define the points on the 
scale. Subjectivity bias is reduced somewhat when the dimensions on the scale and 
the scale points are defined as precisely as possible. This can be achieved by training 
raters and by including descriptive appraisal guidelines in a performance appraisal 
reference packet.*” 

Also, the rating form should provide sufficient space for comments on the behav- 
ior associated with each scale. These comments improve the accuracy of the appraisal 
because they require the rater to think in terms of observable employee behaviors 
while providing specific examples to discuss with the employee during the appraisal 
interview. 


Mixed-Standard Scales 

The mixed-standard scale method is a modification of the basic rating scale method. 
Rather than evaluating traits according to a single scale, the rater is given three spe- 
cific descriptions of each trait. These descriptions reflect three levels of performance: 
superior, average, and inferior. After the three descriptions for each trait are writ- 
ten, they are randomly sequenced to form the mixed-standard scale. As shown in 
Highlights in HRM 3, supervisors evaluate employees by indicating whether their 
performance is better than, equal to, or worse than the standard for each behavior. 


CHAPTER 8 Performance Management and the Employee Appraisal Process | 865 


, forced-choice 
Forced-Choice Method method 
The forced-choice method requires the rater to choose from statements, often in trait approach to perfor- 
pairs, that appear equally favorable or equally unfavorable. The statements, however, mance appraisal that requires 
are designed to distinguish between successful and unsuccessful performance. The thé eS trom 


. . : . statements designed to distin- 
rater selects one statement from the pair without knowing which statement correctly  guish between successful and 


unsuccessful performance 


HIGHLIGHTS IN HRM 


Graphic Rating Scale with 
Provision for Comments 


Appraise employee’s performance in PRESENT ASSIGNMENT. Check (v) most 
appropriate square. Appraisers are urged to freely use the “Remarks” sections 
for significant comments descriptive of the individual. 


. KNOWLEDGE OF Needs instruction Has required knowledge Has exceptional knowledge 
WORK: or guidance of own and related work of own and related work 


Understanding of all 
phases of his/her 
work and related 
matters 


Remarks: C% barticularly good on gag engines. 


. INITIATIVE: Lacks imagination Meets necessary requirements Unusually resourceful 
Ability to originate 
or develop ideas wy 
and to get things 
started 


Remarks! O f9 good ideas when asked for an opinion, but otherwise will 
not offer them. Somewhat lacking in self-conpidlence. 


. APPLICATION: Wastes time Steady and willing worker Exceptionally industrious 
Attention and Needs close supervision 


application to WV 
his/her work Remarks: 


Checepte new) jobS when ASSigned. 


. QUALITY OF Needs improvement Regularly meets Consistently maintains 
WORK: recognized standards highest quality 


Thoroughness, ww 


Mccurseyotwork | Tework he tens out always ofthe highest possible quality 


. VOLUME OF Should be increased Regularly meets Unusually high output 
WORK: recognized standards 


Quantity of wy 


acceptable work | Reman Cvbulel be higher ¢ ke dd not spend 90 much tine checking 
and rechecking hie work. 
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describes successful job behavior. For example, forced-choice pairs might include the 


following: 

1, _____ a) Works hard ______ b) Works quickly 

2. ______ a) Shows initiative _______ b) Is responsive to customers 
3, ______ a) Produces poor quality ______ b) Lacks good work habits 


The forced-choice method is not without limitations, the primary one being the 
cost of establishing and maintaining its validity. The fact that it has been a source of 
frustration to many raters has sometimes caused the method to be eliminated from 
appraisal programs, In addition, it cannot be used as effectively as some of the other 


methods as a tool for developing employees. 
essay method 
A trait approach to per- Essay Method 
formance appraisal that Unlike rating scales, which provide a structured form of appraisal, the essay method re- 
requires the rater to com- a i ‘ . 
pose a statement describing quires the appraiser to compose a statement that best describes the employee being 


employee behavior appraised, The appraiser is usually instructed to describe the employee's strengths 


3 HIGHLIGHTS IN HRM 


Example of a Mixed-Standard Scale 


DIRECTIONS: Please indicate whether the individual's performance is above (+), equal to (0), or lower than (—) each 
of the following standards. 


1. Employee uses good judgment when addressing problems and provides workable alternatives; however, at 
times does not take actions to prevent problems. (medium PROBLEM-SOLVING) 


2: Employee lacks supervisory skills; frequently handles employees poorly and is at times argumentative. 
(low LEADERSHIP) 

3: Employee is extremely cooperative; can be expected to take the lead in developing cooperation among 
employees; completes job tasks with a positive attitude. (high COOPERATION) 

4. Employee has effective supervision skills; encourages productivity, quality, and employee development. 
(medium LEADERSHIP) 

5: Employee normally displays an argumentative or defensive attitude toward fellow employees and job 
assignments. (low COOPERATION) 

6. Employee is generally agreeable but becomes argumentative at times when given job assignments; 
cooperates with other employees as expected. (medium COOPERATION) 

Ta Employee is not good at solving problems; uses poor judgment and does not anticipate potential 
difficulties. (low PROBLEM-SOLVING) 

8. Employee anticipates potential problems and provides creative, proactive alternative solutions; has good 
attention to follow-up. (high PROBLEM-SOLVING) 

9. Employee displays skilled direction, effectively coordinates unit activities, is generally a dynamic leader, 


and motivates employees to high performance. (high LEADERSHIP) 
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and weaknesses and to make recommendations for his or her development. Often the 
essay method is combined with other rating methods because it provides additional 
descriptive information about an employee's performance that cannot be generated 
with a structured rating scale. Essays also provide an excellent opportunity for su- 
pervisors to point out the unique characteristics of the employee being appraised, 
including specific points about the employee's promotability, special talents, skills, 
strengths, and weaknesses. 

A major limitation of the essay method is that composing an essay that attempts 
to cover all of an employee's essential characteristics is a very time-consuming task 
(though when combined with other methods, this method does not require a lengthy 
statement). Another disadvantage of the essay method is that the quality of the per- 
formance appraisal could be affected by the supervisor's writing skills and composi- 
tion style. Good writers may simply be able to produce more favorable appraisals. 
A final drawback of this appraisal method is that it tends to be subjective and might 
not focus on the relevant aspects of a person's job performance. 


Behavioral Methods 


As we mentioned, one of the potential drawbacks of a trait-oriented performance 
appraisal is that traits tend to be vague and subjective. We discussed earlier that one 
way to improve a rating scale is to have descriptions of behavior along a scale, or 
continuum. These descriptions permit the rater to readily identify the point where 
a particular employee falls on the scale. Behavioral methods have been developed to 
specifically describe which actions should (or should not) be exhibited on the job. 
They are also often used to provide employees with developmental feedback. 


Critical Incident Method 
The critical incident method, described in Chapter 4 in connection with job analy- 
sis, is also used as a method of appraisal. Recall that a critical incident occurs when critical incident 
employee behavior results in unusual success or unusual failure in some part of the An unusual event that de- 
job. An example of a favorable critical incident occurs when a janitor observes that "otes superior or inferior 
; ; aie sii employee performance in 
a file cabinet containing classified documents has been left unlocked at the close of some part of the job 
business and calls the firm's security officer to correct the problem. An example of an 
unfavorable incident occurs when a mail clerk fails to deliver an Express Mail package 
immediately, instead putting it in with regular mail to be routed two hours later. The 
manager keeps a log or diary for each employee throughout the appraisal period and 
notes specific critical incidents related to how well they perform. 
When completing the appraisal form, the manager refers to the critical incident 
log and uses this information to substantiate an employee's rating of outstand- 
ing, satisfactory, or unsatisfactory in specific performance areas and overall. This 
method can also help a manager counsel employees when they are having perfor- 
mance problems while the problem is still minor. It also increases the objectivity 
of the appraisal by requiring the rater to use job performance criteria to justify the 
ratings. 


Behavioral Checklist Method 
One of the oldest appraisal techniques is the behavioral checklist method. It con- 
sists of having the rater check the statements on a list that the rater believes are 
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behaviorally an- 
chored rating scale 


(BARS) 


A behavioral approach to 
performance appraisal 

that consists of a series of 
vertical scales, one for each 
important dimension of job 
performance 


Using the INTERNET 


behavior observa- 
tion scale (BOS) 


A behavioral approach to 
performance appraisal that 
measures the frequency of 
observed behavior 
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characteristic of the employee's performance or behavior. A checklist developed for 
computer salespeople might include a number of statements such as the following: 


Is able to explain equipment clearly 

Keeps abreast of new developments in technology 
Tends to be a steady worker 

Reacts quickly to customers’ needs 

Processes orders correctly 


Behaviorally Anchored Rating Scale (BARS) 

A behaviorally anchored rating scale (BARS) consists of a series of five to ten verti- 
cal scales—one for each important dimension of performance identified through job 
analysis. These dimensions are anchored by behaviors identified through a critical 
incident job analysis. The critical incidents are placed along the scale and are assigned 
point values according to the opinions of experts. A BARS for the job of firefighter 
is shown in the upper portion of Highlights in HRM 4. Note that this particular 
scale is for the dimension described as “Firefighting Strategy: Knowledge of Fire 
Characteristics.” 

A BARS is typically developed by a committee that includes both subordinates and 
managers, The committee's task is to identify all the relevant characteristics or dimen- 
sions of the job. Behavioral anchors in the form of statements are then established for 
each of the job dimensions. Several participants are asked to review the anchor state- 
ments and indicate which job dimension each anchor illustrates. The only anchors 
retained are those that at least 70 percent of the group agrees belong with a particular 
dimension. Finally, the anchors are attached to their job dimensions and are placed 
on the appropriate scales according to values that the group assigns to them. 

At present there is no strong evidence that a BARS reduces all of the rating er- 
rors mentioned previously. However, some studies have shown that scales of this type 
can yield more accurate ratings. One major advantage of a BARS is that personnel 
outside the HR department participate with HR staff in its development. 
Employee participation can lead to greater acceptance of the performance 
appraisal process and of the performance measures that it uses. 

The procedures followed in developing a BARS also result in scales that 
have a high degree of content validity. The main disadvantage of a BARS is 
that it requires considerable time and effort to develop. In addition, because 
the scales are specific to particular jobs, a scale designed for one job might 
not apply to another. 


Behavior Observation Scale (BOS) 

A behavior observation scale (BOS) is similar to a BARS in that they are both 
based on critical incidents. However, the lower portion of Highlights in HRM 4 
shows that rather than asking the evaluator to choose the most representative behav- 
ioral anchor, a BOS is designed to measure how frequently each of the behaviors has 
been observed. 

The value of a BOS is that this approach allows the appraiser to play the role of 
observer rather than of judge. In this way, he or she can more easily provide con- 
structive feedback to the employee, who will be more willing to accept it. Companies 
such as AT&T and Weyerhaeuser have used the BOS, and research shows that users 
of the system frequently prefer it over the BARS or trait scales for (1) maintaining 
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4 HIGHLIGHTS IN HRM 


BARS and BOS Examples 


Example of a BARS for Municipal Fire Companies 
FIREFIGHTING STRATEGY: Knowledge of Fire Characteristics. This area of performance concerns the ability of a fire- 
fighter to understand fire characteristics to develop the best strategy for fighting a fire. 


HIGH 7 —Finds the fire when no one else can 
6 —Correctly assesses best point of entry for fighting fire 
5 —Uses type of smoke as indicator of type of fire 
AVERAGE 4 —Understands basic hydraulics 
3 —Cannot tell the type of fire by observing the color of flame 
2 —Cannot identify location of the fire 
1 —wWill not change firefighting strategy in spite of flashbacks and other signs that 
accelerants are present 


LOW 


Source: Adapted from Landy, Jacobs, and Associates. Reprinted with permission. 


Sample Items from Behavior Observation Scales 
For each behavior observed, use the following scale: 


5 represents almost always 95-100% of the time 


4 represents frequently 85-94% of the time 

3 represents sometimes 75-84% of the time 

2 represents seldom 65-74% of the time 

1 represents almost never 0-64% of the time 

SALES PRODUCTIVITY NEVER ALWAYS 
1. Reviews individual productivity results with manager 1 2 3 4 5 

2. Suggests to peers ways of building sales 1 2 3 4 5 

3. Uncovers specific needs for each contact 1 2 3 4 5 

4. Keeps account plans updated 1 2 3 4 5 

5. Follows up on customer leads 1 2 3 4 5 


objectivity, (2) distinguishing good performers from poor performers, (3) providing 
feedback, and (4) identifying training needs.“ 


Results Methods 


Rather than looking at the traits of employees or the behaviors they exhibit on the 
job, many organizations evaluate employees’ accomplishments—the results they 
achieve through their work. Advocates of results appraisals argue that they are more 
objective and empowering for employees. Looking at results such as sales figures and 
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production output involves less subjectivity and therefore may be less open to bias. 
Furthermore, results appraisals often give employees responsibility for their outcomes 
while giving them discretion over the methods they use to accomplish them (within 
limits). This is employee empowerment and engagement in action. 


Productivity Measures 

A number of results measures are available to evaluate performance. Salespeople are 
evaluated on the basis of their sales volume (both the number of units sold and the 
dollar amount in revenues). Production workers are evaluated on the basis of the 
number of units they produce and perhaps the scrap rate or number of defects that 
are detected. Executives are frequently evaluated on the basis of company profits or 
growth rate. Each of these measures directly links what employees accomplish to re- 
sults that benefit the organization. In this way, results appraisals can directly align 
employee and organizational goals. 

But there are some problems with results appraisals. First, recall our earlier discus- 
sion of criteria contamination. Results appraisals can be contaminated by external 
factors that employees cannot influence. Sales representatives who have extremely 
bad markets or production employees who cannot get materials will not be able to 
perform up to their abilities, In this case, it is unfair to hold these employees account- 
able for results that are contaminated by circumstances beyond their control. 

Furthermore, results appraisals can inadvertently encourage employees to “look 
good” on a short-term basis, while ignoring the long-term ramifications. Line super- 
visors, for example, might let their equipment suffer to reduce maintenance costs. For 
jobs that are more service oriented, for example, it is not enough to simply look at 
production or sales figures. Factors such as cooperation, adaptability, initiative, and 
concern for human relations are important to the job success of employees, too. If 
these factors are important job standards, they should be added to the appraisal 
review. Thus, to be realistic, both the results and the methods or processes used to 
achieve them should be considered.” 


Management by Objectives 
One method that attempts to overcome some of the limitations of results appraisals 


management by is management by objectives (MBO). MBO is a philosophy of management that 
objectives (MBO) has employees establish objectives (such as production costs, sales per product, qual- 
A philosophy of manage- ity standards, and profits) by consulting with their superiors. Employees are then 
eral la evaluated based on these objectives. An MBO system (see Figure 8.7) consists of 
achievement of goals setby a cycle that begins with setting the organization's common goals and objectives and 
mutual agreement of em- ultimately returns to that step. The system acts as a goal-setting process whereby ob- 


ployee and manager jectives are established for the organization (Step 1), departments (Step 2), and indi- 


vidual managers and employees (Step 3). 

As Figure 8.7 illustrates, a significant feature of the cycle is the establishment of 
specific goals by the employee, but those goals are based on a broad statement of the 
employee's responsibilities prepared by the person's supervisor. Employee-established 
goals are discussed with the supervisor and jointly reviewed and modified until both 
parties are satisfied with them (Step 4). The goal statements are accompanied by 
a detailed account of the actions the employee proposes to take to reach the goals. 
During periodic reviews, as objective data are made available, the progress that the 
employee is making toward the goals is then assessed (Step 5). The goals may be 
changed at this time as new or additional data are received. At the conclusion of 
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FIGURE 
g 7 Performance Appraisal under an MBO Program 


MANAGEMENT BY OBJECTIVES 
Step 5a: 


Inappropriate 
Step 3A: goals/metrics 


Supervisor deleted 


lists goals and 


metrics for Step 5b: 
Step 2: subordinate Step 4: 
Department Mutual 
goals and agreement of 
metrics Step 3B: goals and 
metrics 


New inputs 
are then 
provided 


Subordinate 
proposes 


Step 7: goals and 


i metrics 
Review of 


organization 
performance 


Step ô: Step 5: 


Final Interim 
review review 


© Cengage Learning 2013 


a period of time (usually six months or one year), the employee makes a self-ap- 
praisal of what he or she has accomplished, substantiating the self-appraisal with 
factual data wherever possible. The “interview” is an examination of the employee's 
self-appraisal by the supervisor and the employee together (Step 6). The final step 
(Step 7) is reviewing the connection between the employees’ performance and the 
organization's. Notice how the steps in an MBO program are similar to the steps 
in Figure 8.1 at the beginning of the chapter but are more specific. MBO programs 
should be viewed as part of a total system for managing, not as merely an addition to 
the manager's job. Managers must be willing to empower employees to accomplish 
their objectives on their own, giving them discretion over the methods they use (but 
holding them accountable for outcomes). The following guidelines can help an MBO 
program succeed: 


1, Managers and employees must be willing to establish goals and objectives together. 
Goal setting has been shown to improve employee performance, typically ranging 
from 10 to 25 percent. Goal setting works because it helps employees focus on 
important tasks and makes them accountable for completing these tasks. It also 
establishes an automatic feedback system that aids learning because employees can 
regularly evaluate their performance against their goals.“ 
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2. The objectives should be quantifiable and measurable for the long and short terms. 
The goal statements should be accompanied by a description of how the goals will 
be accomplished. 


3. The results that are expected must be under the employee's control. Recall our 
early discussion of criterion contamination. 


4. The goals and objectives must be consistent for each employee level (top executive, 
manager, and employee). 


5. Managers and employees must establish specific times when the goals are to be 
reviewed and evaluated. 


The Balanced Scorecard 

The Balanced Scorecard (BSC), which we first discussed in Chapter 2, can be used 
to appraise individual employees, teams, business units, and the corporation itself. 
A BSC appraisal takes into account four related categories: (1) financial, (2) cus- 
tomer, (3) processes, and (4) learning. These internal processes—product devel- 
opment, service, and the like—are critical for creating customer satisfaction and 
loyalty. In turn, creating value for customers is what drives a firm's financial perfor- 
mance and profitability. 

Highlights in HRM 5 shows how a balanced scorecard in the financial category 
translates to a personal scorecard for an employee. As you can see, the corporation's 
financial objectives have already been spelled out on the scorecard. Then the various 
business unit targets are added, followed by the target objectives of the firm's teams 
and individual employees. The value of this is that each individual can see more clearly 
how his or her performance ties into the overall performance of the firm. Target objec- 
tives for the customer category of the scorecard (not shown) might include customer 
satisfaction and retention rates, delivery performance to customers, and so forth. 

Similar in some ways to an MBO system, a BSC appraisal enables managers to 
translate broad corporate goals into divisional, departmental, and team goals in a cas- 
cading way. Some recommendations for ensuring the method's success include the 
following: 


= Translate the strategy into a scorecard of clear objectives. Because the BSC process 
begins with strategic objectives, unless these are clear, the rest of the system is 
doomed to ambiguity and potential failure. Translating a strategy into objectives 
provides managers and frontline employees with goals that are more understand- 


able and attainable. Typically, having fewer goals adds clarity and focus. 


= Attach measures to each objective. For managers and employees to know if and 
when the objectives are achieved, clear measures must be attached to each goal. 
Each objective should be given at least one metric that can be measured either by a 
preexisting system or manually within an organization. 


= Cascade scorecards to the front line. It is often said that the real strategic work 
happens at the front line. For all employees to understand how their roles and 
job duties are aligned with the firm's higher-level goals, the scorecards should be 
cascaded to the individual level. Cascading scorecards ensures that strategy then 
becomes “everyone's” job, 


= Provide performance feedback based on measures. As with other performance 
management systems, unless managers provide employees with solid feedback on 
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how they are doing, the system is likely to be ineffective. As part of this process, 
employees must know that they are accountable for achieving their objectives and 
for providing an explanation when they do not hit their targets. 


= Empower employees to make performance improvements. Individuals, on their own 
or working in teams, may understand ways of achieving higher performance. One 
of the benefits of a results-based system such as the BSC is that it gives employees 
the latitude to continuously improve their work methods. 


a Reassess the strategy. One of the key benefits of the BSC is that it is a continuous 
loop process. Managers should monitor performance and use this information to 
reassess the strategy and make continuous adjustments. Those who have had the 
best success with the BSC argue that the system helps improve communication 
and learning rather than fixing in place a mechanical set of controls.*® 


HIGHLIGHTS IN HRM 


Personal Scorecard 


CORPORATE OBJECTIVES 


e Double our corporate value in seven years. @ Corporate 
e Increase our earnings by an average of 20% per year. ( Business Unit 
e Achieve an internal rate of return 2% above the cost of capital. L] Team/Individual 


e Increase both production by 20% in the next decade. 


Corporate Targets and Business-Unit Targets Team/Individual Objectives 


2011 | 2012 | 2013 | 2014 2011 | 2012 | 2013 | 2014 |1. 


Financial (millions of dollars) 


100 120 160 180 Earnings 


35 55 85 100 Net profits 


1 Net cash flow 2. 


5 35 65 75 
Operating (millions of dollars) 
35 40 50 


35 Production and development costs 


30 30 35 30 Overhead and operating costs 


100 105 108 110 Total annual production (million units) 3. 
| Team/Individual Measures | Measures Targets 

1. 

2. 4. 

3. 

4 


Source: Adapted from Robert Kaplan and David Norton, “Using the Balanced Scorecard as a Strategic Management System,” Harvard Business 
Review (January-February 1996): 75-85. 
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FIGURE 
g g Summary of Various Appraisal Methods 


ADVANTAGES DISADVANTAGES 


Trait 1. Are inexpensive to develop . Have high potential for rating errors 
Methods 2. Use meaningful dimensions . Are not useful for employee counseling 
. Are easy to use . Are not useful for allocating rewards 
. Are not useful for promotion decisions 


Behavioral . Use specific performance dimensions . Can be time-consuming to develop/use 
Methods . Are acceptable to employees and superiors . Can be costly to develop 

. Are useful for providing feedback . Have some potential for rating error 

. Are fair for reward and promotion decisions 


Results . Have less subjectivity bias 
Methods . Are acceptable to employees and superiors 
. Link individual performance to organizational 
performance 
. Encourage mutual goal setting 
. Are good for reward and promotion decisions 


Are time-consuming to develop/use 

May encourage a short-term perspective 
May use contaminated criteria 

May use deficient criteria 


POS 
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Which Performance Appraisal Method to Use? 


The method chosen should be based largely on the purpose of the appraisal. 
Figure 8.8 lists some of the strengths and weaknesses of trait, behavior, and results ap- 
proaches to appraising employees. Although researchers and HR managers generally 
believe that the more sophisticated and time-consuming methods offer more useful 
information, this may not always be the case. Ronald Gross, an industrial psychologist 
and human resources consultant, states: “I can't judge a performance appraisal system 
just by looking at the paperwork. The back of an envelope can work just fine. I’ve seen 
many systems fail miserably because they're too complex, too time-consuming, and 
too burdensome. I’ve never seen a system fail because it was too simple.’*? One way to 
assess whether an organization's appraisal system is effective is by doing an annual, or 
at least periodic, audit of the process using a survey instrument that both managers 
and employees complete on a periodic basis. This should give HR a better sense of 
whether the appraisal process is improving. 

Of course, having a first-rate appraisal method does no good if the manager simply 
“shoves the information in a drawer.’ Even a rudimentary system, when used prop- 
erly, can initiate a discussion between managers and employees that genuinely leads 
to better performance on the part of individual workers. In addition, as we have ex- 
plained, performance appraisals should not be just for middle managers and rank- 
and-file employees. If the organization's goals are to cascade downward, the firm's top 


executives need to be involved in the appraisal process as well. 
LEARNING OUTCOME S 


As a manager, how 

ee Appraisal Interviews 

employee who is 

reluctant to talk during The appraisal interview is perhaps the most important part of the entire performance 
an appraisal to share appraisal process. The appraisal interview gives a manager the opportunity to discuss 
his or her thoughts? a subordinate’s performance record and to explore areas of possible improvement and 
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growth. The format for the appraisal interview will be determined in large part by 
the purpose of the interview, type of appraisal system used, and organization of the 
interview form. Most appraisal interviews attempt to give feedback to employees on 
how well they are doing their jobs and on planning for their future development. In- 
terviews should be scheduled far enough in advance to allow the interviewee, as well 
as the interviewer, to prepare for the discussion. Usually ten days to two weeks is a 
sufficient amount of lead time. 

Sometimes discussing an employee's past performance and future development 
goals can make for an appraisal interview that is too long. It can also be difficult for 
a supervisor to perform the role of both evaluator and counselor in the same review 
period. Dividing the appraisal interview into two sessions, one for the performance 
review and the other for the employee's growth plans, can be helpful. Moreover, by 
separating the interview into two sessions, the interviewer can give each session the 
proper attention it deserves. Dividing the sessions can also improve the communica- 
tion and cooperation between the parties, thereby reducing any stress and defensive- 
ness that might arise. 


Three Types of Appraisal Interviews 


The individual who has probably studied different approaches to performance ap- 
praisal interviews most thoroughly is Norman R. F. Maier. In his classic book The 
Appraisal Interview, he analyzes the cause-and-effect relationships in three types of 
appraisal interviews: tell-and-sell, tell-and-listen, and problem-solving. 


= Tell-and-Sell Interview. The skills required in the tell-and-sell interview include 
the ability to persuade an employee to change in a prescribed manner. This may 
require the development of new behaviors on the part of the employee and skillful 
use of motivational incentives on the part of the appraiser/ supervisor. 


a Tell-and-Listen Interview. In the tell-and-listen interview, the appraiser/ 
supervisor communicates the strong and weak points of an employee's job 
performance during the first part of the interview. During the second part of the 
interview, the employee's feelings about the appraisal are thoroughly explored. The 
tell-and-listen method gives both managers and employees the opportunity to 
release and iron out any frustrating feelings they might have. 


= Problem-Solving Interview. Listening, accepting, and responding to feelings are 
essential elements of the problem-solving interview. However, this method goes 
beyond an interest in the employee's feelings. It seeks to stimulate the growth and 
development of an employee by discussing his or her problems, needs, and on-the- 
job satisfaction and dissatisfaction. 


Managers should not assume that only one type of appraisal interview is appropri- 
ate for every review session. Rather, they should be able to use one or more of the 
interview types, depending on the topic being discussed or on the behavior of the em- 
ployee being appraised. The interview should be seen as requiring a flexible approach. 


Conducting the Appraisal Interview 


There are probably no hard-and-fast rules for how to conduct an appraisal interview, 
but some guidelines can increase an employee's willingness to discuss his or her per- 
formance and improve it, accept feedback from his or her supervisors, and increase 
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the person's overall satisfaction with the interview. Many of the principles of effec- 
tive interviewing discussed in Chapter 6 apply to performance appraisal interviews as 
well, Here are some other guidelines that should also be considered: 


Ask for a Self-Assessment 

As we noted earlier in the chapter, it is useful to have employees evaluate their own 
performance prior to the appraisal interview. Even if this information is not used to 
determine the final rating on the review, the self-appraisal starts the employee think- 
ing about his or her accomplishments. Self-appraisal also ensures that the employee 
knows against what criteria he or she is being evaluated, thus eliminating any poten- 
tial surprises. 

Recent research suggests that employees are more satisfied and view the appraisal 
system as providing more procedural justice when they have input into the process. 
When the employee has evaluated his or her own performance, the interview can be 
used to discuss areas in which the manager and the employee have reached different 
conclusions—not so much to resolve the “truth,” but to work toward the resolution 
of problems. 


Invite Participation 

Most experts advise supervisors to encourage their employees to speak freely and 
listen closely to what they have to say during appraisal interviews. These experts 
emphasize that the communication during performance appraisals should be 
a two-way street. To the extent that an employee is an active participant in that 
discussion, the more likely it is that the root causes and obstacles to his or her 
performance will be uncovered and that constructive ideas for improvement will 
be developed. In addition, research suggests that an employee's participation is 


The purpose of 
a performance 
appraisal interview 
is to initiate a 
dialogue that will 
help an employee 
improve his or her 
performance, making 
the employee an 
active participant 

in the discussion. 
Such participation 
is strongly related 
to an employee's 
satisfaction with 
appraisal feedback. 
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strongly related to the person's satisfaction with the appraisal feedback delivered, 
the extent to which the person believes it is fair and useful, and the desire to im- 
prove his or her performance. As a rule of thumb, supervisors should spend only 
about 30 to 35 percent of the time talking during the interview. They should spend 
the rest of the time listening to the information their employees volunteer and their 
responses to questions. 


Express Appreciation 

Praise is a powerful motivator, and in an appraisal interview, particularly, employ- 
ees are seeking positive feedback. It is frequently beneficial to start the appraisal 
interview by expressing appreciation for what the employee has done well. In this 
way, he or she may be less defensive and more likely to talk about aspects of the 
job that are not going so well. However, supervisors should try to avoid the obvi- 
ous use of the “sandwich technique” in which positive statements are followed by 
negative ones, which are then followed by positive statements. This approach may 
not work for several reasons, Praise often alerts the employee that criticism will be 
coming, If managers follow an appraisal form, the problem of the sandwich tech- 
nique will often be avoided. Furthermore, if employees are kept informed of their 
behavior on a regular basis, there will be no need to use this appraisal technique. 


Minimize Criticism 
Even the most stoic employees can absorb only so much criticism before they start 
to get defensive. If an employee has many areas in need of improvement, managers 
should focus on the issues that are most problematic or most important to the job. In 
other words, criticism should be given in small doses. 

Some tips for using criticism constructively include the following: 


= Consider whether it is really necessary. Sometimes a manager's frustration with 
a performance problem sometimes leads to his is or her doing little more than 
“letting off steam” during an appraisal interview. Make certain that the criticism 
focuses on a recurrent problem or a consistent pattern of behavior over which the 
employee has control. 


= Consider the person. Everyone handles criticism differently. Some people are able to 
handle it well. Others react very negatively to even the lightest criticism. 


m Be specific and do not exaggerate. Even managers who dislike criticizing may find 
that, once they get started, they tend to overdo it. Sometimes we overstate problems 
in order to be convincing or to demonstrate our concern. Try to keep criticism 
simple, factual, and to the point. Avoid using terms such as always, completely, and 
never. 


= Watch your timing. Properly timed criticism can often mean the difference between 
success and failure. Even good criticism given late in the day, for example, can touch 
a raw nerve if the employee is tired. If the interview gets emotional or heated, take 
a break, even if it means finishing the appraisal the following day. 


a Make improvement your goal. Frankly, it is hard to change a person's behavior with a 
single conversation, so “laying it on the line” is not probably a good idea. Moreover, 
any criticism needs to be complemented with managerial support. This point is 
elaborated on next.” 
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Change the Behavior, Not the Person 

Managers frequently try to play psychologist, to “figure out” why an employee has 
acted a certain way. Empathizing with employees in order to understand their point 
of view can be very helpful. However, when dealing with a problem area, in particular, 
remember that it is not the person who is bad, but the actions exhibited on the job. 
Avoid making suggestions to employees about personal traits they should change; 
instead suggest more acceptable ways of performing. For example, instead of focusing 
on a person's “unreliability,” a manager might focus on the fact that the employee “has 
been late to work seven times this month.” It is difficult for employees to change who 
they are; it is usually much easier for them to change how they act. 


Focus on Solving Problems 

When addressing performance issues, it is also frequently tempting to get into the 
“blame game” in which both manager and employee enter into a potentially endless 
discussion of why a situation has arisen, Frequently, solving problems requires an 
analysis of the causes, but ultimately the appraisal interview should be directed at 
devising a solution to the problem. 


Be Supportive 

One of the better techniques for engaging an employee in the problem-solving process 
is for the manager to ask: “What can I do to help?” Employees frequently attribute 
performance problems to either real or perceived obstacles (such as bureaucratic pro- 
cedures or inadequate resources). By being open and supportive, the manager conveys 
to the employee that he or she will try to eliminate roadblocks and will work with the 
employee to achieve a higher standard of performance. 


Establish Goals 

Because one of the major purposes of the appraisal interview is to improve an em- 
ployee's future performance, his or her manager should focus the person's attention 
on the future rather than the past: 


= Emphasize strengths on which the employee can build rather than weaknesses to 
overcome and how the employee's efforts will contribute to the organization dur- 
ing the coming year. 


= Concentrate on opportunities for growth that exist within the framework of the 
employee's present position and drop unproductive tasks. 


a Limit plans for growth to a few important items that can be accomplished within a 
reasonable period of time. 


a Establish specific action plans that spell out how each goal will be achieved. The 
plans might also include a list of resources, contacts of people who can help the 
employee achieve the goals, and timetables for following up to ensure they are met. 


a End the review on a positive note by highlighting how both the employee and firm 
will excel if the goals are achieved. 


Follow Up Day to Day 
As you have learned, feedback is most useful when it is immediate and specific to 
a particular situation. Unfortunately, both managers and employees are frequently 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 8 Performance Management and the Employee Appraisal Process 379 


happy to finish the interview and file away the appraisal form. A better approach is to 
have informal talks periodically, perhaps quarterly, to follow up on the issues raised in 
the appraisal interview. Levi Strauss, for example, offers employees informal feedback 
and coaching sessions on an ongoing basis. This puts managers in more of a coaching 
role versus that of a judge. 


Improving Performance 


In many instances, the appraisal interview will provide the basis for noting defi- 
ciencies in employee performance and for making plans for improvement. Unless 
these deficiencies are brought to the employee's attention, they are likely to con- 
tinue until they become quite serious. Sometimes underperformers do not under- 
stand exactly what is expected of them. However, once their responsibilities are 
clarified, they are in a position to take the corrective action needed to improve 
their performance. 


Identifying Sources of Ineffective Performance 

A person's performance is a function of several factors, but perhaps it can be boiled 
down to three primary concerns: ability, motivation, and environment. Each indi- 
vidual has a unique pattern of strengths and weaknesses that play a part. But tal- 
ented employees with low motivation are not likely to succeed. In addition, other 
factors in the work environment—or even in the external environment, which in- 
cludes personal, family, and community concerns—can affect a person's perfor- 
mance either positively or negatively. Figure 8.9 provides a better picture of how 
these three factors (ability, motivation, and environment) can influence people's 
performance. 

It is recommended that a diagnosis of poor employee performance focus on these 
three interactive elements. As Figure 8.10 shows, if an employee's performance is not 
up to standards, the cause could be a skill problem (knowledge, abilities, technical 
competencies), an effort problem (motivation to get the job done), and/or some prob- 
lem in the external conditions of work (poor economic conditions, worker shortages 
due to downsizing, difficult sales territories).*! Any one of these problem areas could 
cause performance to suffer. 


FIGURE 
g 9 Factors That Affect an Employee’s Performance 


ABILITY MOTIVATION ENVIRONMENT 


Technical skills Career ambition Equipment/materials 
Interpersonal skills Goals and expectations Job design 
Problem-solving skills Job satisfaction and Economic conditions 
Analytical skills frustrations Unions 
Communication skills Fairness perceptions Rules and policies 
Physical limitations Relations with coworkers Managerial support 
Laws and regulations 
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FIGURE 
8 10 Performance Diagnosis 
a 


Performance = f (Ability, Motivation, Environment) 


Ability Motivation Environment 


Results measures cannot distinguish between ability, motivation, 
or situational determinants of performance. So if someone is not 
achieving results it could be due to ability, motivation, or external 


constraints. Pe 
If someone exhibits the 


behaviors but doesn’t 


achieve the results, it 
Behavioral measures are less affected by may be due to external 


external constraints. But they still do not constraints. 
separate ability from motivation. 


If someone has the 
competency but 
doesn’t exhibit the 
Competency tests behaviors, there may 
measure “can do” be a motivational 
factors such as problem. 

knowledge and skill. 
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Competency 


PERFORMANCE DIAGNOSIS ACTION 
Scenario 1: Low competency Possible skill issue Training/Development 
Scenario 2: High competency, poor behavior Possible motivational issue Coaching/Incentives 
Scenario 3: High behavior rating, poor results Work environment Work design/Leadership 
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Performance Diagnosis 

Although performance appraisal systems can often tell us who is not performing well, 
they typically cannot reveal why. Unfortunately, managers often assume that poor 
performance is first due to lack of ability, second to poor motivation, and then to 
external conditions an employee faces. Ironically, research also suggests that we tend 
to make just the opposite attributions about our own performance. We first attri- 
bute poor performance to external constraints such as bad luck or factors out of our 
control. If the problem is internal, then we typically attribute it to temporary factors 
such as motivation or energy (“I had a bad day”) and only as a last resort admit that it 
might be due to our abilities or lack of them. 

So what can be done to diagnose the real reasons for poor performance? More spe- 
cifically, how can managers identify the root causes and get to work on a solution that 
improves performance? By comparing different performance measures, managers can 
begin to get an idea of the underlying causes of performance problems. For example, 
as shown in Figure 8.10, results measures cannot distinguish between ability, moti- 
vation, and situational determinants of performance. So if someone is not achieving 
desired results, it could be due to ability, motivation, or external constraints. On the 
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other hand, behavioral measures are less affected by external constraints. So if some- 
one is demonstrating all the desired behaviors but is not achieving the desired results, 
logic suggests that it might be due to factors beyond his or her control. 

Other kinds of diagnoses are possible by comparing different measures of per- 
formance. Only by correctly diagnosing the causes of performance problems can 
managers—and employees—hope to improve them. 


Managing Ineffective Performance 

Once the sources of performance problems are known, a course of action can be 
planned. The action might involve providing training in areas that would increase 
the knowledge and/or skills the employee needs to perform effectively. A transfer to 
another job or department might give an employee a chance to become a more effec- 
tive member of the organization. In other instances, different ways to motivate the 
individual might have to be found. 

If the ineffective performance persists, it may be necessary to transfer the employee, 
take disciplinary action, or discharge the person from the organization. Not only is 
the ineffective behavior likely affecting the manager and the organization as a whole, 
but it is also probably affecting the person's coworkers, Whatever action is taken, 
however, should be done objectively, fairly, and with an understanding of the feelings 
of the individual involved. A new manager is likely to need training in this area be- 
cause it is one of the most difficult aspects of being a manager. 

A final word of caution when it comes to managing performance problems: Be- 
cause research consistently shows that managers often attribute poor performance 
to characteristics of the individuals (their abilities or motivation), while employees 
themselves typically blame external factors for their miscues, this can establish a neg- 
ative cycle if not handled properly. Managers who assume that employees are not mo- 
tivated or not capable may begin to treat them differently (perhaps supervising them 
too closely or watching for their next mistake), This can actually decrease an em- 
ployee’s motivation and cause him or her to withdraw. Seeing this might confirm the 
manager's initial belief that the employee does not “measure up.’ As you can probably 
tell, this “set-up-to-fail” syndrome can be self-fulfilling and self-reinforcing. We hope 
the ideas and suggestions in this chapter will help managers accurately identify who is 
performing well (and why) and give them some focus for improving the productivity 
of their employees. 


Performance management is job and uses the information to show the person 
the process of creating a work environment in which where improvements are needed and why. Apprais- 
people can perform to the best of their abilities to als are just part of the performance management 
meet a company’s goals. Performance appraisals are process, however, Aligning the goals of employees 
the result of an annual, biannual, or quarterly pro- with that of the firm, providing employees with con- 
cess in which a manager evaluates an employee's per- tinual on-the-job feedback, and rewarding them are 
formance relative to the requirements of his or her critical as well. 
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ee Performance appraisal pro- 


grams serve many purposes, but in general, those 
purposes can be clustered into two categories: ad- 
ministrative and developmental. The administra- 
tive purposes include decisions about who will be 
promoted, transferred, or laid off. Appraisals are 
also conducted to make compensation decisions. 
Developmental decisions include those related to 
improving and enhancing an individual's capabili- 
ties. These include identifying a person's strengths 
and weaknesses, eliminating external performance 
obstacles, and establishing training needs, 


Some human resource experts and firms believe 
performance appraisals are ineffective. Managers 
frequently avoid conducting appraisals because they 
dislike passing judgment on people. Furthermore, 
if managers are not adequately trained, subjectivity 
and organizational politics can distort employee 
reviews. They do not develop good feedback skills 
and are often not prepared to conduct an appraisal, 
As a consequence, the appraisal is done begrudg- 
ingly once a year and then forgotten. The ultimate 
success or failure of a performance appraisal pro- 
gram depends on the philosophy underlying it, 
its connection with the firm’s business goals, and 
the attitudes and skills of those responsible for its 
administration. 


eS Appraisal information can 


be derived from a variety of sources, including an 
employee's supervisor, peers, customers, suppli- 
ers, subordinates as well as the employee being 
appraised. However, the raters need training so 
the appraisals are reliable, strategically relevant, 
and free from either criterion deficiency or crite- 
rion contamination. Appraisal systems must also 
comply with the law and, like selections tests, be 
valid and reliable. For example, ratings must be 
job-related, employees must understand their per- 
formance standards in advance, appraisers must be 
able to observe job performance, appraisers must 
be trained, feedback must be given, and an appeals 
procedure must be established. Some companies 
now hold calibration meetings to ensure their 
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managers are accurately rating employees. Using 
multiple raters is frequently a good idea because 
different individuals see different facets of an em- 
ployee’s performance. An increasing number of or- 
ganizations are using 360-degree appraisals to geta 
more comprehensive picture of how well their em- 
ployees are performing. Regardless of the source of 
appraisal information, appraisers should be thor- 
oughly trained in the particular methods they will 
use in evaluating their subordinates, 


ENNIO Several methods can be used 


for performance appraisals. These include trait 
approaches (such as graphic rating scales, mixed- 
standard scales, forced-choice forms, and essays), 
behavioral methods (such as critical incident rat- 
ings, checklists, BARS, and BOS), and results meth- 
ods (MBO). The choice of method depends on the 
purpose of the appraisal. Trait appraisals are simple 
to develop and complete, but they have problems 
in terms of their subjectivity and are not useful for 
feedback. Behavioral methods provide more specific 
information for giving feedback but can be time-con- 
suming and costly to develop. Results appraisals are 
more objective and can link individual performance 
to the organization as a whole, but they may encour- 
age a short-term perspective (such as annual goals) 
and may not include subtle yet important aspects of 
performance. 


The degree to which a perfor- 
mance appraisal program benefits an organization 
and its members is directly related to the quality of 
the appraisal interviews that are conducted. Inter- 
viewing skills are best developed through instruc- 
tion and supervised practice. Although there are 
various approaches to the interview, research sug- 
gests that employee participation and goal setting 
lead to higher satisfaction and improved perfor- 
mance, Discussing problems with employees, show- 
ing support for them, minimizing criticism, and 
rewarding them when they perform well are also 
beneficial practices. During the interview, perfor- 
mance deficiencies can be discussed and plans for 
improvement can be made. 
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behavior observation scale (BOS) 

behaviorally anchored rating scale 
(BARS) 

calibration 

contrast error 

critical incident 

customer appraisal 

error of central tendency appraisal 

essay method 


Discussion Questions € 


EO Describe how the performance 


management process is linked to employee selection, 
training, and development. 


ee Discuss the guidelines that 


performance appraisals should meet to be legally 


defensible. 


PSNI CSI What sources could be used 


to evaluate the performance of people working in 


the following jobs? 


a. Sales representative 

b. TV repairer 

c Director of nursing in a hospital 
d. HR manager 

e. Air traffic controller 


On the Job: Video Cases 4 


Metropolitan Bakery 


The two co-owners of Metropolitan Bakery talk 
about how performance is managed and evaluated. 
Special issues for a small business with many short- 
term employees are described. Certain performance 
standards related to attendance and customer service 
are absolute in an organization where relationships 


focal performance appraisal 
forced-choice method 

forced distribution 

graphic rating scale method 
leniency or strictness error 
management by objectives (MBO) 
manager and/or supervisor 


mixed-standard scale method 


peer appraisal 
performance appraisal 
performance management 
recency error 
self-appraisal 
similar-to-me error 
subordinate appraisal 
team appraisal 


360 degree appraisal 


ee Three types of appraisal inter- 


views are described in this chapter. 


a. What different skills are required for each type of 
appraisal interview? What reactions can one ex- 
pect from using these different skills? 

b. How can a manager develop the skills needed to 
conduct a problem-solving type of interview? 

c Which method do you feel is the least desirable? 
Why? 


ee Discuss how you would go 


about diagnosing poor performance problems. List 
several factors to consider. 


and customer satisfaction are critical to success. The 
organization is committed to providing continuous 
performance feedback to encourage growth. 


What to Watch for and Ask Yourself 


= The video discusses some performance manage- 
ment linkages between organizational strategies 
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and employee performance. Describe at least one 
example where an organizational strategy of Met- 
ropolitan Bakery is reflected in performance man- 
agement and leads to organizational outcomes. 


What type(s) of performance information (trait- 
based, behavior-based, or results-based) tends to 
be used at Metropolitan Bakery? 


Who appears to conduct the performance 
appraisals at Metropolitan Bakery? What are 


HRM EXPERIENCE 


Performance Diagnosis 


other possible rating sources that might be used 
at Metropolitan Bakery? Do you think adding 
additional ratings from different groups is a good 
idea for Metropolitan Bakery? Why or why not? 


Which method of performance appraisal do you 
think makes the most sense for Metropolitan 
Bakeryis employees? Explain your rationale. 
Would you recommend a different method for 
supervisory employees than nonsupervisory 
employees? Why or why not? 


Managing the performance is an important—yet delicate—process for managers to undertake. They need to make 
tough calls at times regarding who is performing well or not. Also, they need to play the role of coach to help each 
employee improve his or her performance. One of the toughest aspects of performance management is assessing why 
someone is not performing well. Although it may be easy to spot who is not performing well, it is not always easy to 
diagnose the underlying causes of poor performance (such as motivation, ability, and external constraints). But with- 
out a correct diagnosis, it is nearly impossible to cure the problem. 


Assignment 


The following are descriptions of three different employees. Describe the potential causes of poor performance in each 
case. For each potential cause, identify appropriate solutions to enhance performance. 


1. Carl Spackler is the assistant greenskeeper at Bushwood Country Club. Over the past few months, members have 
been complaining that gophers are destroying the course and digging holes in the greens. Although Carl has been 
working evenings and weekends to address the situation, the problem persists. Unfortunately, his boss is inter- 
ested only in results, and because the gophers are still there, he contends that Carl is not doing his job. He has 


accused Carl of “slacking off” and threatened his job. 


2. Clark Griswold works in research and development for a chemical company that makes nonnutritive food additives. 
His most recent assignment has been the development of a non-nutritive aerosol cooking spray, but the project 
is way behind schedule and seems to be going nowhere. CEO Frank Shirley is decidedly upset and has threatened 
that if things do not improve, he will suspend bonuses again this year, as he did last year. Clark feels dejected 
because without the bonus he will not be able to make a down payment on the family’s swimming pool. 


3. Tommy Callahan Jr. recently graduated from college after seven years and returned home to Sandusky, Ohio. His 
father, Big Tom Callahan, owner of Callahan Motors, offers Tommy a job in the auto parts factory that makes brake 
pads. Through a twist of fate, the factory is in severe danger of going under unless sales of the new brake pads in- 
crease dramatically. Tommy must go on the road with Richard (Big Tom’s right-hand man) in a last-ditch effort to save 
the company. But Tommy proves to be unfocused, inexperienced, and lacking in confidence. Sales call after sales call 
he meets with rejection, even when the prospect looks promising. Customers express some concern about a warranty 
on the brake pads, but Richard believes that Tommy's inexperience and awkward approach are the big problems. 
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plea do you a when pr anaes needs to completely ee around its e Performance 
egy due to a changing marketplace or for competitive reasons? Situations such as 
fa are oes ee fast-paced business environment. Suppliers to the U.S. Management 
automotive industry found themselves in such a position during the last recession. System 
They had to quickly find new markets and prepare to retool their businesses when Helps F 
GM, Ford, and Chrysler were looking like they would fail. How does a firm manage elps Freeport- 
drastic changes like this? A good performance management system can help. MelMoRan 
Freeport-McMoRan Copper & Gold is a case in point. The company, which is - : 
based in Phoenix, is the second largest copper mining company in the world. It em- Switch Strategic 
ploys near 30,000 workers and has mining operations that span four different con- Gears 
tinents. But it wasn't a poor market condition that caused Freeport-McMoRan to 
shift gears. It was a booming one. During much of the 1990s and 2000s, the price of 
copper was low—only about 75 cents per pound, making mining less profitable than 
it had been in the past. Mining a large amount of copper therefore became less of a 
priority than keeping costs low for Freeport-McMoRan. 
However, in 2006 the price of copper jumped sharply upward, eventually hitting as 
much as $4.50 a pound. As a result, Freeport-McMoRan realized it needed to change 
its strategy—and fast. It needed to ramp up production and invest in new people and 
equipment in order to mine as much copper as possible while its price was high. The 
question became how to implement the change. Compounding the task was the fact 
that each mine was run separately. The firm's top managers did not even know how 
its employees were organized at the separate mines, let alone what their goals were 
or the metrics they were expected to achieve. The company had also acquired a rival 
mining company twice its size—Phelps Dodge—which made coordinating the per- 
formance of its people and operations even more difficult. 
To align the goals of everyone in the company and get all of its various mines 
performing at top capacity, Freeport-McMoRan decided it would need a new per- 
formance management system. The system would hopefully enable the company to 
quickly implement and monitor the changes needed, while giving it the agility to 
change strategies again if or when the price of copper dropped. 
Many of the employees who work in its mines do not use computers regularly on 
the job, so Freeport-McMoRan needed a system that was easy to use. For this reason, 
the company adopted a web-based performance management system by the software 
developer Taleo that employees could use at home. Initially, the firm rolled out the 
system to 500 employees as a pilot program. When it proved to be successful, the 
entire company began to use the system. 
Apparently the system is working well. The company has been reporting very 
strong earnings that have surprised even Wall Street analysts. Its performance mea- 
sures and strong management also earned it a spot in Newsweek's rankings of the top 
“greenest” 500 companies in the United States. 
Meanwhile, Taleo and other performance management software developers are 
prospering, too, as they report big increases in the sales of their products. Why are 
these companies doing so well? For one, as the Freeport-McMoRan example shows, 
the software keeps everyone in an organization focused on a company’s most impor- 
tant goals, which can have a strong impact on the firm's financial performance. It also 
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helps organizations measure the contributions of its employees and to nurture, mo- 
tivate, and reward employees based on their achievements. “Managers need reliable 
real-time data and pragmatic e-tools to measure, identify, analyze, and understand 
their organization's people capability—and what capability is needed to compete in 
the future,’ explains Jonathon Hogg, with PA Consulting Group, an IT and manage- 
ment consulting firm. 


Questions 


1, Why did Freeport-McMoRan need a performance management system? How 
will it help the company if it has to adjust its strategy in the future? 

2. Do you think a pen-and-paper performance management system could have been as 
effective as the electronic system Freeport-McMoRan adopted? Why or why not? 


Sources: Josh Bersin, “Performance Management Creates Agility in Copper Mining,’ Bersin & Associates 
[blog] (February 24, 2008), http://www.bersin.com; Jessica Twentyman, “Talent Management: Software 
Highlights Stars and Slackers,” Financial Times (April 20, 2011), http://www.ft.com; David Lee Smith, 
“You Can't Afford to Pass Up Freeport-McMoRan,” Motley Fool (April 5, 2011); http://www.fool.com. 


Appraising More than 3,000 people work for the Zoological Society of San Diego, a nonprofit 

Employees at organization that operates the San Diego Zoo, the San Diego Zoos Wild Animal 
Park, and San Diego Zoo's Institute for Conservation Research. The people who 

the San Diego work for the society are not quite as varied as the 800 species of animals the soci- 

700 ety deals with, but they do represent a wide cross section of all sorts of employees. 
They include everyone from veterinarians and scientists to food service personnel 
and security staff. 

For years the society had used a paper-and-pen system to evaluate employees. 
However, there were no consequences if a supervisor did not bother to complete 
his or her reviews and submit them to HR. Enter Tim Mulligan, the society's new 
HR director.“ The old review process was spotty at best,” says Mulligan.“ There were 
managers within the organization who had not received reviews in ten years,’ says 
Mulligan. There was simply no way to monitor whether the reviews were getting 
done and more importantly, there was no understanding by employees or managers 
of the need for them, says Mulligan. 

Mulligan wanted to change the situation. He wanted the society and its managers 
to set some goals for themselves and their workers and for people to be to be paid 
based upon those goals. “It’s hard to insist on accountability if there are no goals to 
hold anyone to,” he says. 

Consequently, Mulligan put together a team to explore the possibility of adopting 
a performance management system. After some research, the team determined that 
the zoo needed a system that would: 


= Be easy to use, even for those with limited computer skills; many people in the 
company were leery of having to learn how to operate a piece of software, so this 
was a top priority; 


= Effectively link employee goals with the Zoological Society's objectives; 
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= Objectively measure employee performance so that it could be linked with 
compensation; 


= Better manage the process of tracking the review process; and 


= Contain a journal feature so employees could record their achievements on a year- 
round basis. 


Eventually the society decided to adopt Halogen Software's eAppraisal system. 
The software has built-in prompts that guide managers through the review process, 
and it frees HR professionals from the task of reminding managers that appraisals 
are due. The appraisal process can also be tailored to include multiple raters. 

There was just one problem, the society had no goals. So, a second team of more 
than 200 managers was formed to establish goals and determine the key competen- 
cies that lead to a manager's success in the organization. At the beginning of the year, 
each manager chooses five goals, at least three of which must be linked to the organi- 
zations overall objectives. Those goals are based on everything from guest satisfaction 
to revenue.“ The solution was not shoved down their throats by HR,” said Mulligan. 
“No matter what department you worked in, you had a vote on the competencies that 
were going to be included.” 

Since implementing the eAppraisal systems, the appraisal completion rate has gone 
from about 50 percent to a full 100 percent. “At first, I think our employees found it 
hard to believe this was all really happening,” says Mulligan, “Seeing managers being 
held accountable for customer satisfaction, employee satisfaction, budgets, and train- 
ing and development is helping to strengthen our organization's employee account- 
ability and to boost overall morale.’ Nor is the human touch lost when it comes to 
appraisals. Performance appraisals must be delivered in person, and supervisors and 
their employees discuss the results as they review the appraisals together. An em- 
ployee cannot just pull up his appraisal on the web and read it. 

“People come to work at the Zoo and the Wild Animal Park because they believe 
in our efforts to conserve endangered species,’ said Douglas Myers, executive director 
and CEO for the Zoological Society.“ Tim has worked to ensure that this dedication 
is recognized and rewarded.’ 


Questions 


1, Why do nonprofits such as the San Diego Zoological Society need an appraisal 
system if their goal is not to maximize their profits? 

2. What do you think are the pros and cons of using a web-based appraisal system? 

3. How do you the new appraisal system will affect employees and the types of em- 
ployees who work at the zoo? 


Source: “The Zoological Society of San Diego Redefined Its Corporate Culture with Its New Em- 
ployee Performance Management System,’ Halogen Software [case study], accessed April 23, 2011; 
Todd Henneman, “Employee Performance Management: What's Gnu at the Zoo,’ Workforce Manage- 
ment, September 2006; “San Diego Zoo Human Resources Director Honored,’ Imperial Valley New 
(July 16, 2008), hetp://www.ivpressonline.com. 
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n 2011, Google gave all its employees a 10 percent raise. The companywide pay 
boost, spread across 20,300 employees, probably cost the company $1 billion a year. 
In an e-mail to employees, former Google CEO Eric Schmidt explained that they have 
received feedback that salary is more important than other sources of pay (i.e., bonuses 
and stock in the company).* Schmidt explained that even in a slowed-down economy 
they are in a “war for talent” and that employees had expressed concerns “dealing with 
sky-high property prices, mortgages, and those kinds of things.” But ultimately, Schmidt 
stated that the primary reason for the raise was that “we just thought it was good for the 
whole company!”2 
Compensation is a way to increase employee loyalty. In Google’s case, it is seen as 
a way to decrease the likelihood that its employees will be hired away by competitors 
like Facebook.? It reflects a strategic move on the part of the company to show that its 
employees are the most important component for Google’s success. So why focus on com- 
pensation? Why not better select employees who will be more loyal? Why not improve 
the training programs or evaluation systems? The answer is simple. Compensation is di- 
rectly linked to an employee's livelihood. Employees can receive stellar training, copious 
growth opportunities, and be completely satisfied with their work and the environment, 
but they will not show up to work if there is no paycheck in return. 


What is Compensation? 


Compensation consists of three main components. Direct compensation encompasses 
employee wages and salaries, incentives, bonuses, and commissions. Indirect compen- 
sation comprises the many benefits supplied by employers, and nonfinancial compensa- 
tion includes employee recognition programs, rewarding jobs, organizational support, 
work environment, and flexible work hours to accommodate personal needs. See 
Figure 9.1. 

The way these three components of compensation are allocated sends a message 
to the employees about what management believes is important and the types of ac- 
tivities it encourages.* Furthermore, for an employer, compensation constitutes a siz- 
able operating cost. In certain manufacturing environments, compensation is as high 
as 60 percent of total costs and even higher for many service organizations.’ Ravin 
Jesuthasan, compensation specialist at Towers Perrin, notes, “Labor costs are a sig- 
nificant portion of expenses for any organization and a very substantial portion for 
some, but companies continue to spend on pay programs without any evidence of 
business relevance” This means that compensation should be managed strategically 
to ensure that costs are kept down while employee motivation and performance are 
kept up. Achieving such a balance is no easy task. 

In this chapter we will help you learn how to strategically align the three aspects of 
compensation with an organization's objectives, design a pay mix based on the com- 
pensation strategy, implement the mix using a series of pay tools, and assess the com- 
pensation system using a scorecard. We will also discuss how government regulation 
might influence these decisions about compensation. See Figure 9.2 for details. In 
Chapter 10 we will review financial incentive plans for employees. Employee benefits 
that are part of the total compensation package are discussed in Chapter 11. 
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Strategic Compensation 


What is strategic compensation? Simply stated, it is the compensation of employees 
in ways that enhance motivation and growth, while at the same time aligning their 
efforts with the objectives of the organization. Strategic compensation has redefined 
the role and perceived contribution of compensation. No longer merely a “cost of do- 
ing business,” when used strategically compensation becomes a tool to secure a com- 
petitive advantage. 

Developing a compensation strategy requires that the organizational objectives are 
first analyzed. What does the company want to be known for? What are its growth 
projections? What are its core competencies? Once you figure this out, you can then 
decide what types of behaviors and skills will be rewarded. By rewarding specific 
skills and behaviors, you demonstrate that you are willing to pay for performance and 
not just for showing up to work. Finally, as part of your strategy you need to decide 
on the compensation base most appropriate for the types of jobs in your company. 
For example, you might want to pay a sales representative based more on commission 
and a manager more on a yearly salary. 

Strategic compensation goes beyond determining the appropriate market rates to 
pay employees, although market rates are one element of compensation planning. 
Strategic compensation should also purposefully link compensation to the organiza- 
tions mission and general business objectives. For example, while Google's decision 
to increase base pay for all its employees was a strategic move to be more competitive 
with market rates, Google also recognizes that base pay is not everything. One prod- 
uct development manager stated, “I could be making much more than I'm getting at 
Google, but I chose Google because of the flexibility to grow and work on exciting 
new products ... plus, where else can you get a chef making you breakfast, lunch, and 
dinner anytime you want?”’ In this regard, Google has not only aligned its compen- 
sation strategy with the external market, it has also aligned it with its desire to be a 
flexible and innovative company whose core competency is found in the creativity of 
its people. Commenting on the importance of strategic compensation to organiza- 
tional success, Gerald Ledford and Elizabeth Hawk, two compensation specialists, 
note, “Companies throughout the economy have begun to rethink their compensation 
systems in search for competitive advantage.” 

Additionally, strategic compensation serves to mesh the monetary payments made 
to employees with other HR initiatives, such as recruitment, selection, training, re- 
tention, and performance appraisal. For example, starting pay can make a difference 
in whether or not someone will apply for the job. A compensation specialist speaking 
to one of the authors noted, “The linkage of pay levels to labor markets is a strategic 
policy issue because it serves to attract or retain valued employees while affecting the 
organization's relative payroll budget.’ For example, colleges such as Idaho State Uni- 
versity; Mesa Community College in Mesa, Arizona; and the University of Georgia 
know that they cannot attract or retain qualified professors unless their pay strategy 
is linked to competitive market rates. 

Many fast-food restaurants, such as Burger King, Taco Bell, and Blimpies—traditionally 
low-wage employers—have needed to raise their starting wages to attract a sufficient 
number of job applicants to meet staffing requirements. If pay rates are high, which 
creates a large applicant pool, then organizations may choose to raise their selection 
standards and hire better-qualified employees. This in turn can reduce employer 
training costs. When employees perform at exceptional levels, their performance 


Facebook has over 
2,000 employees and 
offices in over a dozen 
countries. How would 
you develop a com- 
pensation strategy 

to match Facebook's 
business objectives of 
continual innovation 
and growth? 
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appraisals may justify an increased pay rate. For these reasons and others, an orga- 
nization should develop a formal program to manage employee compensation. Step 
one of this program is to develop a compensation strategy that is linked to the orga- 
nizations objectives. 


Linking Compensation to Organizational Objectives 


The financial crisis of 2007—2010 changed the landscape for compensation. Now 
companies are more heavily scrutinized by shareholders, government, and the public 
for how much they pay their people. For example, due to complaints of bloated fed- 
eral government salaries, exorbitant Wall Street banker bonuses, and overly generous 
autoworker benefits, managers are trying to ensure that their compensation plans are 
in strict alignment with the organization's objectives. 

In particular, a Bloomberg National Poll showed that more than 70 percent of 
Americans thought big bonuses should be banned for Wall Street companies that 
took taxpayer bailouts. A law aimed at giving shareholders more of a say in the com- 
pensation of bankers was passed in July, 2010.8 Wall Street banks are now much 
more careful to reward employees only when they perform in line with organiza- 
tional objectives. Furthermore, American President Obama enacted a two-year 
(2011-2012) freeze on federal salaries to help the government achieve its objectives 
of reducing the deficit. President Obama stated that “[the freeze] would save... 
$28 billion in cumulative savings over the next five years.”? Finally, due in part to 
poor strategic decisions, General Motors (GM) experienced high pension, wage, and 
benefit costs that the company could not sustain in the financial crisis. As a result, 
GM ended up laying off more than 107,000 employees during the financial crisis.'° 
While the United Autoworker Union (UAW) was partly to blame for its lack of 
flexibility in adjusting salary and ben- 
efit plans, GM managers were also 
guilty for not aligning compensation 
with organizational objectives to com- 
pete with foreign automakers," 

The new compensation landscape re- 
quires that managers be more strategic 
about their compensation decisions. 
Managers must first and foremost un- 
derstand the strategic objectives of the 
organization in relation to the industry 
in which it operates. Next, they need to 
move away from paying for a specific 
position or job title to rewarding em- 
ployees on the basis of their individual 
competencies or work contributions to 
these organizational objectives. In fact, 
a sample of Fortune 500 companies 
headquartered in America, Europe, 
and Asia showed that pay for perfor- 
mance that is linked to organizational 
objectives is a primary component of 
most compensation systems.” An- 
other study showed that 91 percent 


GM's failure to 
align compensation 
with the company’s 
objectives is partly 
to blame for its 
massive layoffs in 
recent years. 


Jim West / Alamy 
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of participating companies link their pay strategy with organizational performance. 
The study found that a written compensation plan indicates that senior manage- 
ment understands and is committed to aligning their business strategy with pay, 
suggesting the alignment of pay with organizational objectives can positively impact 
company performance. 

Increasingly, compensation specialists are asking which components of the com- 
pensation package (benefits, base pay, incentives, and so on), both separately and in 
combination, create value for the organization and its employees. Managers are ask- 
ing questions such as:“How will this pay program help to retain and motivate valued 
employees?” and“Does the benefit or pay practice affect the administrative cost?” Pay- 
ments that fail to advance either the employee or the organization are removed from 
the compensation program.'* 

It is not uncommon for organizations to establish very specific goals for linking 
their organizational objectives to their compensation program. Formalized compen- 
sation goals serve as guidelines for managers to ensure that wage and benefit policies 
achieve their intended purpose. The more common goals of a strategic compensation 
policy include the following: 

1, To reward employees past performance!® 

2. To remain competitive in the labor market 

3. To maintain salary equity among employees 

4. To mesh employees’ future performance with organizational goals 
5. To control the compensation budget 

6. To attract new employees 

7. To reduce unnecessary turnover!” 


To achieve these goals, policies must be established to guide management in mak- 
ing decisions. Formal statements of compensation policies typically include the 
following: 


1, The rate of pay within the organization and whether it is to be above, below, or at 
the prevailing market rate 


2. The ability of the pay program to gain employee acceptance while motivating em- 
ployees to perform to the best of their abilities 


3. The pay level at which employees may be recruited and the pay differential be- 


tween new and more senior employees 


4. The intervals at which pay raises are to be granted and the extent to which merit 
and/or seniority will influence the raises 


5. The pay levels needed to facilitate the achievement of a sound financial position in 
relation to the products or services offered 


The Pay-for-Performance Standard 


“Companies are looking for ways to pay for performance, and segmenting their work- 
force helps them identify their most valuable contributors. Rewarding top performers 
is essential for the ongoing success of the company,’ states Stephen E. Gross, global 
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leader for Mercer Consulting, a Manhattan human-resource consulting company.'® 
Why is this statement significant? A pay-for-performance standard, as discussed _ pay-for- 
in Chapter 11, serves to raise productivity and lower labor costs in today’s competi- performance 
tive economic environment. It is agreed that managers must tie at least some reward standard 
to employee effort and performance. Without this standard, motivation to perform —_A'standard by which man- 
with greater effort will be low, resulting in higher wage costs to the organization. Ad- eed 
ditionally, most employees believe that their compensation should be directly linked performance 
to their relative performance. 
The term “pay for performance” refers to a wide range of compensation options, 
including merit-based pay, bonuses, salary commissions, job and pay banding, team/ 
group incentives, and various gainsharing programs. (Gainsharing plans are discussed 
in Chapter 10.) Each of these compensation systems seeks to differentiate between 
the pay of average performers and that of outstanding performers. When Plum Creek 
Timber Company, the largest timberland owner in the United States, merged with 
The Timber Company, it emphasized a pay-for-performance philosophy by forming 
new salary ranges based on each job's impact on the business and incentive rewards 
linked more directly to individual and company performance. 
Unfortunately, designing a sound pay-for-performance system is not easy. You 
need to consider how employee performance will be measured. For example, mea- 
suring an employee's output may be relatively easy and objective on an assembly 
line but more difficult (and subjective) when the employee works in a service en- 
vironment. Other concerns include the monies to be allocated for compensation 
increases, which employees to cover, the payout method, and the periods when pay- 
ments will be made. 
A critical concern for a successful pay-for-performance system is the perceived 
fairness of the pay decision. The decision to freeze federal government employee 
salaries for 2011 and 2012 may make sense in decreasing the deficit, but at the 
same time, may seem unfair to many federal workers. A survey by Mercer, found 
that more than 98 percent of private-sector companies nationwide were awarding 
pay increases in 2011.'? Media reports showed that many federal employees were 
discouraged by this decision because they see many of their peers in the private sec- 
tor receiving substantial performance raises. For example, one worker snidely re- 
marked, “as a federal worker, I'm certainly looking forward to bearing a share of the 
bonuses and raises that private-sector workers will no doubt enjoy during the next 


economic boom.’ 


Motivating Employees through Compensation 

Pay constitutes a quantitative measure of an employee's relative worth. For most em- 
ployees, pay has a direct bearing not only on perceived fairness, but also on the status 
and recognition they may be able to achieve both on and off the job. Because pay rep- 
resents a reward received in exchange for an employee's contributions, it is essential, 
according to the equity theory, that the pay be equitable in terms of those contribu- 
tions, It is essential also that an employee's pay be equitable in terms of what other 
employees are receiving for their contributions. 


Pay Equity 

Simply defined, equity embraces the concept of fairness. Equity theory, also referred 
to as distributive fairness, is a motivation theory that explains how people respond to 
situations in which they feel they have received less (or more) than they deserve.” 
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A central point the theory makes is that individuals make comparisons with people 
both inside and outside their organization, and that these comparisons influence 
their motivation.” In a work setting, individuals form a ratio of their inputs (abili- 
ties, skills, experiences) to their outputs (salary, benefits). They then compare the 
value of that ratio with the value of the input/output ratio for other individuals in 
a similar class of jobs either internal or external to the organization. If the value 
of their ratio equals the value of another's, they perceive the situation as equitable 
and no tension exists. However, if they perceive their input/output ratio as ineq- 
uitable relative to others, this creates tension and motivates them to eliminate or 
reduce the inequity. The strength of their motivation is proportional to the magni- 
tude of the perceived inequity. Figure 9.3 illustrates pay equity and feelings of being 
fairly paid. 

For employees, pay equity is achieved when the compensation received is equal to 
the value of the work performed. There are three kinds of pay equity: 


pay equity 

An employee’s perception 
that compensation received 
is equal to the value of the 
work performed 


1. external equity—people in similar jobs compare themselves to what others are 
making in different organizations, 


2. internal equity—people compare themselves to peers in different jobs in the same 
organization, 


3. individual equity—people compare themselves to others in their organization with 
the same job. 


Research clearly demonstrates that employees’ perceptions of pay equity, or inequity, 
can have dramatic effects on their motivation for both work behavior and productiv- 
ity. Managers must therefore develop strategic pay practices that are both internally 
and externally equitable. 


FIGURE 
9 9 Relationship between Pay Equity and Motivation 


My My 
Input/Output 


Comparison Comparison 
Person’s Person’s 


Ratio 


Comparison 
Person’s 
Input/Output 


Input/Output 
Ratio 


Input/Output Input/Output 
Ratio Ratio 


My 
Input/Output 
Ratio 


Ratio 


Inequity 
(Feelings of Being Underpaid) 


Doing More and Receiving Less 


Equity 
(Feelings of Being Paid Fairly) 


Doing the Same and Receiving the Same 


Inequity 
(Feelings of Being Overpaid) 


Doing Less and Receiving More 


The greater the perceived disparity between my input/output ratio and the comparison person’s input/output ratio, the 
greater the motivation to reduce the inequity. 


© Cengage Learning 2013 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 9 Managing Compensation 


Expectancy Theory and Pay 

Another tool to help determine your compensation strategy is expectancy theory. 
The expectancy theory of motivation predicts that one's level of motivation depends 
on the attractiveness of the rewards sought and the probability of obtaining those 
rewards.” The theory has developed from the work of psychologists who consider 
humans as thinking, reasoning people who have beliefs and anticipations concern- 
ing future life events. Expectancy theory therefore holds that employees should exert 
greater work effort if they have reason to expect that it will result in a reward that is 
valued.** To motivate this effort, the value of any monetary reward should be attrac- 
tive. Employees also must believe that good performance is valued by their employer 
and will result in their receiving the expected reward. 

Figure 9.4 shows the relationship between pay-for-performance and the expec- 
tancy theory of motivation. The model predicts, first, that high effort will lead to high 
performance (expectancy). For example, if an employee believes she has the skills and 
abilities to perform her job and if she works hard (effort), then her performance will 
improve or be high. Second, high performance should result in rewards that are ap- 
preciated by the employee (valued). Elements of the compensation package are said 
to have instrumentality when an employee's high performance leads to monetary re- 
wards that are valued. As previously stated, pay-for-performance leads to a feeling of 
pay satisfaction, and this feeling should reinforce one's high level of effort. 

Thus, how employees view compensation can be an important factor in determin- 
ing the motivational value of compensation. Furthermore, the effective communi- 
cation of pay information together with an organizational environment that elicits 
employee trust in management can contribute to employees’ having more accurate 
perceptions of their pay. The perceptions employees develop concerning their pay are 
influenced by the accuracy of their knowledge and understanding of the compensa- 
tion programs strategic objectives. 


Pay Secrecy 
Misperceptions by employees concerning the equity of their pay and its relationship 
to performance can be created by secrecy about the pay that others receive. There is 


FIGURE 
9 4 Pay-for-Performance and Expectancy Theory 
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reason to believe that secrecy can generate distrust in the compensation system, reduce 
employee motivation, and inhibit organizational effectiveness. Yet pay secrecy seems to 
be an accepted practice in many organizations. Employers may have overt or implicit 
prohibitions on sharing pay information, and some even put the policies in writing.” 
A U.S. survey found that 19 percent of employees say they work in a place where dis- 
cussions of pay are “formally prohibited and/or employees caught discussing wages 
could be punished.’ Another 31 percent said that discussions of pay were discouraged, 
while only 16 percent said that pay could be discussed among employees.”° 

Managers may justify secrecy on the grounds that most employees prefer to have their 
own pay kept secret. Probably one of the reasons for pay secrecy that managers may be 
unwilling to admit is that it gives them greater freedom in compensation management. 
If pay decisions are not disclosed, there is no need to justify or defend them.” Employ- 
ees who are not supposed to know what others are being paid have no objective base for 
pursuing complaints about their own pay. Secrecy also serves to cover up inequities ex- 
isting within the internal pay structure. For example, Lilly Ledbetter, the plaintiff in the 
epic employment discrimination case “Ledbetter v. Goodyear Tire & Rubber Co.’ may 
have found out that she was being paid less than men doing the same job and remedied 
the problem much earlier if she had been allowed to ask about other workers’ pay. Fur- 
thermore, secrecy surrounding compensation decisions may lead employees to believe 
that there is no direct relationship between pay and performance. 

Managers wishing to maintain pay secrecy among employees may encounter prob- 
lems with Internet salary survey data. Ready access to free online salary surveys gives 
employees an approximate idea of how their salary compares to others nationally or lo- 
cally. This information could put managers“on the spot” should employees discover that 
their salaries are lower than those of other employees at comparable organizations. 


The Bases for Compensation 


Work performed in most private, public, and not-for-profit organizations has tradi- 
tionally been compensated on an hourly basis. It is referred to as hourly work, in 
contrast to piecework, in which employees are paid according to the number of units 
they produce. Hourly work, however, is far more prevalent than piecework as a basis 
for compensating employees. 

Employees compensated on an hourly basis are classified as hourly employees, or 
wage earners. Those whose compensation is computed on the basis of weekly, bi- 
weekly, or monthly pay periods are classified as salaried employees. Hourly employees 
are normally paid only for the time they work. Salaried employees, by contrast, are 
generally paid the same for each pay period, even though they occasionally may work 
more hours or fewer than the regular number of hours in a period. They also usually 
receive certain benefits not provided to hourly employees. 

Another basis for compensation centers on whether employees are classi- 
fied as nonexempt or exempt under the Fair Labor Standards Act (FLSA).”8 
Nonexempt employees are covered by the act and must be paid at a rate of one 
and a half times their regular pay rate for time worked in excess of forty hours in 
their workweek. Most hourly workers employed in interstate commerce are consid- 
ered nonexempt workers under the FLSA. Employees not covered by the overtime 
provision of the FLSA are classified as exempt employees. Managers and supervisors 
as well as a large number of white-collar employees are in the exempt category. The 
U.S. Department of Labor (DOL) imposes a narrow definition of exempt status, and 
employers wishing to classify employees as exempt must convince the DOL that the 
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job is exempt on the basis of the independent judgment of the jobholder and other 
criteria, Therefore employers should check the exact terms and conditions of exemp- 
tion before classifying employees as either exempt or nonexempt. (See “Exemption 
from Overtime Provisions’ later in this chapter.) 

To help in these types of decisions, larger companies will often use compensation 
consultants. A study showed that about 86 percent of large U.S. companies use a 
compensation consultant to help them with their compensation strategy and pay 
mix. The four largest providers of compensation consulting are Towers Perrin, Mer- 
cer Consulting, Frederic W. Cook & Co., and Hewitt Associates.” 


Compensation Design—The Pay Mix 


An employee may ask: “How is my pay determined?” In practice, a combination of 
internal and external factors can influence, directly or indirectly, the rates at which 
employees are paid. Through their interaction these factors constitute the pay mix, 
as shown in Figure 9.5. For example, the area pay rate for administrative assistants 
might be $11.50 per hour. However, one employer may elect to pay its administrative 
assistants $14.25 per hour because of their excellent performance. The influence of 
government legislation on the pay mix will be discussed later in the chapter. 


Internal Factors 


The internal factors that influence pay rates are the organization's compensation 
strategy, the worth of a job, an employee's relative worth in meeting job requirements, 
and an employer's ability to pay. 


Compensation Strategy 
Highlights in HRM 1 illustrates the compensation strategies of two organizations, 
Tri Star Performance and Preventive Health Care. The pay strategy of Preventive 
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LEARNING OUTCOME 2 


Google’s decision 

to increase pay by 

10 percent was based 
on many internal and 
external factors. What 
specific factors would 
you say led to Google’s 
compensation redesign? 
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Health Care is to be an industry pay leader, while Tri Star Performance seeks to be 
pay competitive. Both employers strive to promote a compensation policy that is in- 
ternally fair. 

Tri Star Performance and Preventive Health Care, like other employers, will es- 
tablish numerous compensation objectives that affect the pay employees receive. At 
a minimum, both large and small employers should set pay policies reflecting (1) the 
internal wage relationship among jobs and skill levels, (2) the external competition, 
or an employer's pay position relative to what competitors are paying, (3) a policy of 
rewarding employee performance, and (4) administrative decisions concerning ele- 
ments of the pay system such as overtime premiums, payment periods, and short- 
term or long-term incentives. 


Worth of a Job 

Organizations without a formal compensation program generally base the worth of 
jobs on the subjective opinions of people familiar with the jobs. In such instances, 
pay rates may be influenced heavily by the labor market or, in the case of union- 
ized employers, by collective bargaining. Organizations with formal compensation 
programs, however, are more likely to rely on a system of job evaluation to aid in 
rate determination. (Note that this topic will be covered later in the chapter un- 
der pay structure.) Even when rates are subject to collective bargaining, job evalua- 
tion can assist the organization in maintaining some degree of control over its pay 
structure. 

The use of job evaluation is widespread in both the public and the private sector. 
The cities of Chicago and Miami use job evaluation in establishing pay structures, 
as do Google, Goldman Sachs, and GM. The jobs covered most frequently by job 
evaluation are clerical, technical, and various blue-collar groups. Other jobs covered 
are managerial and top executive positions. 


Several factors 
should be taken into 
consideration when 
determining how 
much a worker like 
this one should be 
paid 
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In today’s competitive environment, compensation professionals believe that the 
worth of a job should be based on more than market prices or using only an internally 
driven job evaluation program. Rather, a job's value should be based on the total value 
delivered to the organization. That is, some jobs may simply be more important to 
organizational success than others regardless of how they are internally evaluated.*° 
Valuing work not only properly enables organizations to price “important” jobs effec- 
tively, but also provides insight into how a job relates to the organization's objectives. 
Additionally, valuing work properly serves to attract and retain the right talent to 
drive organizational performance.?! 


Employee’s Relative Worth 

In both hourly and salary jobs, employee performance can be recognized and re- 
warded through promotion and with various incentive systems. (The incentive sys- 
tems used most often will be discussed in Chapter 10.) Superior performance can 
also be rewarded by granting merit raises on the basis of steps within a rate range es- 
tablished for a job class. If merit raises are to have their intended value, however, they 
must be determined by an effective performance appraisal system that differentiates 
between employees who deserve the raises and those who do not. This system, more- 
over, must provide a visible and credible relationship between performance and any 
raises received, Unfortunately, too many so-called merit systems provide for raises to 
be granted automatically. As a result, employees tend to be rewarded more for merely 


P 
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Comparison of Compensation Strategies 


Compensation strategies and objectives can differ widely across large and small employers as well as across employers 
in the private and public sectors. Here are the compensation strategies at Tri Star Performance and Preventive Health 


Care. 
Tri Star Performance Preventive Health Care 
e Promote pay-for-performance practices e Bea pay leader in the health care industry 
e Pay market-competitive compensation e Promote open and understandable pay practices 
e Achieve internal and external pay equity e Ensure fair employee treatment 


e Achieve simplicity in compensation programs œ Offer benefits promoting individual employee needs 
e Strive for employee commitment and a œ Offer compensation rewarding employee creativity and 


collaborative work environment achievements 
e Promote gender fairness in pay and benefits © Offer compensation to foster the strategic mission of the 
organization 
e Comply with all governmental compensation © Obtain employee input when developing compensation 
regulations practices 
e Minimize increased fixed costs e Emphasize performance through variable pay and stock 
options 
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being present than for being productive on the job. Also, as previously noted, most 
increases may lack motivational value to employees when organizational salary bud- 
gets are low.” 


Employer’s Ability to Pay 

Pay levels are limited by earned profits and other financial resources available to em- 
ployers. This is clearly illustrated by financially burdened companies that ask their 
employees for pay cuts. For example, small businesses are often most burdened by 
financial downturns and find that their access to capital to pay employees is much 
more limited than their larger competitors. Furthermore, an organization's ability to 
pay is determined in part by the productivity of its employees. This productivity is a 
result not only of their performance, but of the amount of capital the organization 
has invested in labor-saving equipment. Generally, increases in capital investment re- 
duce the number of employees required to perform the work and increase an em- 
ployer’s ability to provide higher pay for those it employs. 

Economic conditions and competition faced by employers can also significantly 
affect the rates they are able to pay. Competition and recessions can force prices 
down and reduce the income from which compensation payments are derived. In 
such situations, employers have little choice but to reduce wages and/or lay off em- 
ployees or, even worse, to go out of business. This is especially the case for small 
businesses. In a 2010 survey of more than 1,000 entrepreneurs, 35 percent of all 
small businesses in the United States had to make pay cuts and 23 percent had to 
make valuable staff cuts.?? 


External Factors 


The major external factors that influence pay rates include labor market conditions, 
area pay rates, cost of living, collective bargaining if the employer is unionized, and 
legal requirements. The legal requirements of compensation will be discussed later in 


the chapter. 


Labor Market Conditions 

The labor market reflects the forces of supply and demand for qualified labor within 
an area. These forces help influence the pay rates required to recruit or retain compe- 
tent employees. It must be recognized, however, that counterforces can reduce the full 
impact of supply and demand on the labor market. The economic power of unions, 
for example, may prevent employers from lowering pay rates even when unemploy- 
ment is high among union members. Government regulations also may prevent an 
employer from paying at a market rate less than an established minimum. 


Area Pay Rates 

A formal pay structure should provide rates that are in line with those being paid 
by other employers for comparable jobs within the area. Data pertaining to area 
pay rates may be obtained from local wage surveys. For example, the Arizona De- 
partment of Economic Security conducts an annual wage survey for both large and 
small employers in various cities throughout the state. Wage survey data also may be 
obtained from a variety of sources, including the American Management Associa- 
tion, Administrative Management Society, U.S. Department of Labor, and Federal 
Reserve Banks. Smaller employers such as the Woodsmith Corporation and Golden 
State Container use government surveys to establish rates of pay for new and senior 
employees. Many organizations, such as the City of Atlanta, Northwest Airlines, and 
Progress Energy, conduct their own surveys. Others engage in a cooperative exchange 
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Small Business Application ulil 


— 


Compensation for Small Businesses 


As compensation is one of the biggest costs for small businesses, employees are often first to be short-changed. At the 
same time, the old adage, “you get what you pay for,” holds true. The ability to attract and retain talented employees 
depends largely on a company’s ability to offer suitable compensation. For small businesses, what is considered suit- 
able differs from that of larger businesses. 

Big business can woo job candidates by offering comprehensive compensation packages that include stock op- 
tions, consistent pay raises, security, and sometimes even a Starbucks in the lobby. While small businesses cannot offer 
these things, they can offer more customized pay packages to deal with employees’ individual needs.24 For example, 
not having a complex and bureaucratic compensation system means a small company can more readily adjust its em- 
ployees’ wages to match those of the external market. Furthermore, small companies offer more opportunity for upward 
growth and the chance to more rapidly increase one’s pay. 

If the small business is private, there are many opportunities to attract and retain top talent by padding lower 
salaries with stock in the company. By offering shares of a private company as a form of compensation, small, private 
companies can offer the possibility for its employees to make larger sums of money in the future. Offering shares or op- 
tions to buy shares as a form of compensation can be extremely attractive, as employees can make a lot of money when 
their young company finally goes public and is sold on the stock market. In fact, this form of compensation is enough 
to make employees leave secure, hefty salaries in a big company for lower salary and shares of a private company. For 
example, when Google became a public company on August 18, 2004, it sold shares of its company for $85 per share. 
Some of the employees who were with the company early on were awarded shares that were worth as little as $.30 per 
share. As you can imagine, someone who had just 10,000 Google shares at this rate was quickly made a millionaire. 
And, in fact, hundreds of employees did become millionaires at this time. 

Of course, what comes around goes around. Now Google is a big company and is losing people to other companies 
that are not necessarily offering higher salaries. Large public companies like Yahoo and Google are losing their people 
because private companies, such as Facebook, are offering stock and stock options that may exponentially increase in 
value when and if the company goes public.2° As a result, a smart manager in a small business can enhance compensa- 
tion packages that consist of lower salaries through greater opportunities to increase wealth in the future by issuing 
stock and stock options as part of the pay mix. 


Below is a list of specific things small businesses can do to compete with the compensation packages of big business:26 


Tailor the pay mix to individual employee needs and wants. For example, one employee may value greater 
bonus opportunities than base pay, while another may want the money the company would spend on health insur- 
ance to be paid in salary. 

Provide stock options in high-growth environments. Potential employees will find the opportunity to be part of 
a high-growth company as an exciting and potentially lucrative risk. 

Provide faster promotions. Express how the smallness of your company allows people to move into new and ex- 
citing positions quickly, without the bureaucratic red tape found in big business. 

Provide frequent contact to top management. Not being able to interact with and receive mentoring from top 
management is a major concern for young talent. Smaller companies are able to offer more of these types of 
growth opportunities than larger competitors. 

Provide a greater sense of personal involvement. One of the advantages of a small company is that they can 
treat their employees like family. In an age of depersonalized billion-dollar companies, a sense of belongingness, 
where you know the company cares about you, can go a long way in compensating for lower pay. 
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of wage information or rely on various professional associations for these data. A high 
percentage of wage data surveys are inexpensive—less than $100—and are therefore 
available to all employers, regardless of size. 

Wage surveys (discussed fully later in the chapter) serve the important function of 
providing external pay equity between the surveying organization and other organi- 
zations competing for labor in the surrounding labor market. Importantly, data from 
area wage surveys can be used to prevent the rates for jobs from drifting too far above 
or below those of other employers in the region. When rates rise above existing area 
levels, an employer's labor costs may become excessive. Conversely, if they drop too far 
below area levels, it may be difficult to recruit and retain competent personnel. Wage 
survey data must also take into account indirect wages paid in the form of benefits. 


Cost of Living 
Because of inflation, compensation rates have had to be adjusted upward periodi- 
cally to help employees maintain their purchasing power. Employers make these 


consumer price changes with the help of the consumer price index (CPI). The CPI is a measure 
index (CPI) of the average change in prices over time in a fixed “market basket” of goods and ser- 
A measure of the average vices. [he consumer price index is based on prices of food, clothing, shelter, and fuels; 
cnange:in prices over time transportation fares; charges for medical services; and prices of other goods and ser- 
in a fixed “market basket” of wos rat 

goods and services vices that people buy for day-to-day living. The Bureau of Labor Statistics collects 


price information on a monthly basis and calculates the CPI for the nation as a whole 
and various U.S. city averages. Separate indexes are also published by size of city and 
by region of the country. Employers in a number of communities monitor changes in 
the CPI as a basis for compensation decisions., 

CPI figures can have important consequences for organizational morale and pro- 
ductivity. Granting wages based largely on “cost-of-living” figures will not inspire 


Employee wages may 
be based in part on 
how much money 
people in that area 
need for day-to-day 
living 


Jan Tadeusz / Alamy 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 9 Managing Compensation 


higher employee performance and may cause valued employees to leave the organiza- 
tion. Cost-of-living payments, when traditionally given, may be seen by employees 
as “entitlements” unrelated to individual performance. Furthermore, should cost-of- 
living increases be discontinued, managers can expect disgruntled employees, particu- 
larly those not likely to receive merit raises. 

Employees who work under a union contract may receive wage increases through 
escalator clauses found in their labor agreement. These clauses provide for cost-of- 
living adjustments (COLA) in wages based on changes in the CPI. The most com- 
mon adjustments are 1 cent per hour for each 0.3- or 0.4-point change in the CPI. 
COLAs are favored by unions during particularly high periods of inflation. 


Collective Bargaining 

One of the primary functions of a labor union, as emphasized in Chapter 14, is to bargain 
collectively over conditions of employment, the most important of which is compensa- 
tion.*” The union's goal in each new agreement is to achieve increases in real wages— 
wage increases larger than the increase in the CPI—thereby improving the purchasing 
power and standard of living of its members. This goal includes gaining wage settlements 
that equal or exceed the pattern established by other unions within the area. 

The agreements negotiated by unions tend to establish rate patterns within the 
labor market. As a result, wages are generally higher in areas where organized la- 
bor is strong. To recruit and retain competent personnel and avoid unionization, 
nonunion employers must either meet or exceed these rates. The “union scale” also 
becomes the prevailing rate that all employers must pay for work performed under 
government contract. The impact of collective bargaining therefore extends beyond 
the segment of the labor force that is unionized. However, if these negotiations lead 
to pay that is unbearable by the company and by the external market, then it threat- 
ens the long-term viability of those companies being able to provide continued em- 
ployment. This will result in companies sending more of their jobs to areas with less 
union pressure. 


Job Evaluation Systems 


As we discussed earlier, one important component of the pay mix is the worth of the 
job. Organizations formally determine the value of jobs through the process of job 
evaluation. Job evaluation is the systematic process of determining the relative worth 
of jobs to establish which jobs should be paid more than others within the organiza- 
tion, Job evaluation helps establish internal equity between various jobs. The relative 
worth of a job may be determined by comparing it with others within the organiza- 
tion or by comparing it with a scale that has been constructed for this purpose, Each 
method of comparison, furthermore, may be made on the basis of the jobs as a whole 
or on the basis of the parts that constitute the jobs?’ 

Three traditional methods of comparison provide the basis for the principal sys- 
tems of job evaluation: 


1, Rank the value of jobs from highest to lowest 
2. Classify jobs so they can be benchmarked internally and externally 


3. Award points to each job based on how much they are linked to organizational 
objectives 


escalator clauses 


Clauses in labor agreements 
that provide for quarterly 
cost-of-living adjustments 
in wages, basing the adjust- 
ments on changes in the 
consumer price index 


real wages 


Wage increases larger than 
rises in the consumer price 
index, that is, the real earn- 
ing power of wages 


LEARNING OUTCOME 3 


During the financial cri- 
sis of 2008-2010, com- 
panies had to reassess 
the value of specific 
jobs—leading to some 
unfortunate cuts in sal- 
ary and benefits. How 
would you determine 
the worth of someone's 
job to ensure equity? 


job evaluation 


A systematic process of de- 
termining the relative worth 
of jobs in order to establish 
which jobs should be paid 
more than others within an 
organization 
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job ranking system 
The simplest and oldest 
system of job evaluation by 
which jobs are arrayed on 
the basis of their relative 
worth 


job classification 
system 


A system of job evaluation 
in which jobs are classified 
and grouped according to 
a series of predetermined 
wage grades 
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Such a job valuation system can prove effective not only in designing employee 
compensation but in determining whether a job can be contracted to a local or off- 
shore company—a major decision that should always take into account the value 
of the job, For example, in 2009 Delta Airlines brought back more than 4,500 
customer service jobs from overseas to the United States. They reported that “cus- 
tomers weren't happy with the service they got from operators based [overseas].”*? 
Perhaps this decision to offshore these jobs could have been avoided in the first 
place had Delta determined the value of their customer service representatives more 
accurately, 

We will begin by discussing the simpler nonquantitative approaches and conclude 
by reviewing the more popular quantitative system. Also discussed is a newer method 
of job evaluation—work evaluation. Regardless of the methodology used, it is impor- 
tant to remember that all job evaluation methods require varying degrees of manage- 
rial judgment. Also, those involved in evaluating jobs must consider the impact of the 
Americans with Disabilities Act on the process. (See Chapter 3.) 


Job Ranking System 


The simplest and oldest system of job evaluation is the job ranking system, which 
arrays jobs on the basis of their relative worth. One technique used to rank jobs con- 
sists of having the raters arrange cards listing the duties and responsibilities of each 
job in order of the importance of the jobs. Job ranking can be done by a single indi- 
vidual knowledgeable about all jobs or by a committee comprised of management and 
employee representatives. 

The basic disadvantage of the job ranking system is that it does not provide a very 
precise measure of each job's worth. Another weakness is that the final ranking of 
jobs indicates the relative importance of the job, not the differences in the degree of 
importance that may exist between jobs. A final limitation of the job ranking method 
is that it can be used only with a small number of jobs, probably no more than fifteen. 
Its simplicity, however, makes it ideal for use by small businesses. 


Job Classification System 


In the job classification system, jobs are classified and grouped according to a se- 
ries of predetermined grades. Successive grades require increasing amounts of job 
responsibility, skill, knowledge, ability, or other factors selected to compare jobs. 
For example, Grade GS-1 from the federal government grade descriptions reads as 
follows: 


GS-1 includes those classes of positions the duties of which are to perform, under 
immediate supervision, with little or no latitude for the exercise of independent 
judgment (A) the simplest routine work in office, business, or fiscal operations; or 
(B) elementary work of a subordinate technical character in a professional, scien- 
tific, or technical field. 


The descriptions of each of the job classes constitute the scale against which the 
specifications for the various jobs are compared. Managers then evaluate jobs by 
comparing job descriptions with the different wage grades in order to “slot” the job 
into the appropriate grade. While this system has the advantage of simplicity, it 
is less precise than the point system because the job is evaluated as a whole. The 
federal civil service job classification system is probably the best-known system 
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of this type. The job classification system is widely used by municipal and state 
governments, 


Point System 


The point system is a quantitative job evaluation procedure that determines a jobs point system 
relative value by calculating the total points assigned to it. It has been successfully A quantitative job evaluation 
used by high-visibility organizations such as Digital Equipment Company, Met Life, on a 
Johnson Wax, Prudential Financial, TransAmerica, and many other public and pri- the total points assigned to it 
vate organizations, both large and small. Although point systems are rather compli- 
cated to establish, once in place they are relatively simple to understand and use. The 
principal advantage of the point system is that it provides a more refined basis for 
making judgments than either the ranking or classification systems and thereby can 
produce results that are more valid and less easy to manipulate. 
The point system permits jobs to be evaluated quantitatively on the basis of fac- 
tors or elements—commonly called compensable factors—that constitute the job.” 
The skills, efforts, responsibilities, and working conditions that a job usually entails 
are the more common major compensable factors that serve to rank one job as more 
or less important than another. More contemporary factors might include fiscal ac- 
countability, leadership, teamwork, and project accountability. The number of com- 
pensable factors an organization uses depends on the nature of the organization 
and the jobs to be evaluated. Once selected, compensable factors will be assigned 
weights according to their relative importance to the organization. For example, if 
responsibility is considered extremely important to the organization's objectives, it 
could be assigned a weight of 40 percent. Next, each factor will be divided into a 
number of degrees, Degrees represent different levels of difficulty associated with 
each factor. 


The Point Manual 

The point system requires the use of a point manual. The point manual is, in effect, a 
handbook that contains a description of the compensable factors and the degrees to 
which these factors may exist within the jobs. A manual also will indicate—usually by 
means of a table—the number of points allocated to each factor and to each of the de- 
grees into which these factors are divided. The point value assigned to a job represents the 
sum of the numerical degree values of each compensable factor that the job possesses. 


Using the Point Manual 

Job evaluation under the point system is accomplished by comparing the job de- 
scriptions and job specifications, factor by factor, against the various factor-degree 
descriptions contained in the manual. Each factor within the job being evaluated is 
then assigned the number of points specified in the manual. When the points for 
each factor have been determined from the manual, the total point value for the job as 
a whole can be calculated. The relative worth of the job is then determined from the 
total points that have been assigned to that job. 


Work Valuation work valuation 


Work valuation is a relatively new job evaluation system championed to meet the _Ajob evaluation system that 


demands of a dynamic business environment. The cornerstone for work valuation Seeks to measure a job's 
worth through its value to the 


is that work should be valued relative to the business goals of the organization rather organization 
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Hay profile 
method 


A job evaluation technique 
using three factors— 
knowledge, mental activity, 
and accountability—to 
evaluate executive and 
managerial positions 


LEARNING OUTCOME 4 


Imagine you have been 
assigned by Delta to 
decide if the pay be- 
ing offered to new 
customer service repre- 
sentatives is consistent 
with what competitors 
are paying. What tools 
would you use to help 
in your assessment? 
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than by an internally applied point-factor job evaluation system.” As noted by one 
compensation specialist, “Valuing work properly enables organizations to not only 
price individual jobs effectively, but provides insight into how jobs relate to overall or- 
ganizational goals and objectives and how roles ultimately contribute to organizational 
success.’ Additionally, work valuation serves to direct compensation dollars to the 
type of work pivotal to organizational goals. 

With work valuations, work is measured through standards that come directly 
from business goals. For example, jobs might be valued relative to financial, opera- 
tional, or customer service objectives. All forms of work, employee roles, and ways 
of organizing work (such as teams) are valued. The work evaluation process ends 
with a work hierarchy that is an array of work by value to the organization. The 
work hierarchy is eventually priced through wage surveys to determine individual 
pay rates. 


Job Evaluation for Management Positions 


Because management positions are more difficult to evaluate and involve certain de- 
mands not found in jobs at the lower levels, some organizations do not attempt to in- 
clude them in their job evaluation programs for hourly employees. Rather, they employ 
either a standardized (purchased) program or customize a point method to fit their 
particular jobs. However, regardless of the approach adopted, point plans for executive 
and managerial employees operate similarly to those for other groups of employees. 

One of the better-known standardized job evaluation programs for evaluat- 
ing executive, managerial, and professional positions is the Hay profile method, 
developed by Edward N. Hay. The three broad factors that constitute the evalu- 
ation in the “profile” are knowledge (or know-how), mental activity (or problem- 
solving), and accountability. The Hay method uses only three factors because it is 
assumed that these factors represent the most important aspects of all executive 
and managerial positions. The profile for each position is developed by determin- 
ing the percentage value to be assigned to each of the three factors. Jobs are then 
ranked on the basis of each factor, and point values that make up the profile are 
assigned to each job on the basis of the percentage-value level at which the job 
is ranked. 


Compensation Implementation—Pay Tools 


Compensation design systems, such as job evaluations, provide for internal equity 
and serve as the basis for pay rate determination. They do not in themselves de- 
termine the pay rate, The evaluated worth of each job in terms of its rank, class, 
points, or monetary worth must be implemented into an hourly, daily, weekly, or 
monthly pay rate. To appropriately implement compensation, specific tools must 
be incorporated. The primary compensation tool used to set pay is the wage and 
salary survey. 


Wage and Salary Surveys 


The wage and salary survey is a survey of the wages paid by employers in an 
organization's relevant labor market—local, regional, or national, depend- 
ing on the job. The labor market is frequently defined as the area from which 
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employers obtain certain types of workers. The labor market for of- 
fice personnel would be local, whereas the labor market for engineers 
would be national and even global. It is the wage and salary survey that 
permits an organization to maintain external equity—that is, to pay 
its employees wages equivalent to the wages similar employees earn in 
other establishments. 

When job evaluation and wage survey data are used jointly, they link the 
likelihood of both internal and external equity. Although surveys are con- 
ducted primarily to gather competitive wage data, they can also collect information wage and salary 


on employee benefits or organizational pay practices (such as overtime rates or shift SUTV°Y 


differentials). A survey of the wages 
paid to employees of other 


3 employers in the surveying 
Collecting Survey Data organization’s relevant labor 


While many organizations conduct their own wage and salary surveys, a variety of market 
“preconducted” pay surveys are available to satisfy the requirements of most public 

and not-for-profit or private employers. The Bureau of Labor Statistics (BLS) is the 

major publisher of wage and salary data. The BLS publishes the National Compen- 

sation Survey (NCS), a statistically valid and comprehensive compensation program 

of wage, salary, and benefit information. (See Highlights in HRM 2.) As described 

on the BLS website, “The National Compensation Survey is the umbrella program 

that combines several BLS compensation programs into a single vehicle that can pro- 

duce local, regional, and national statistics on levels, trends, and characteristics of pay 

and benefits.” 

Many states conduct surveys on either a municipal or county basis and make them 
available to employers. Besides these government surveys, trade groups such as the 
Dallas Personnel Association, Administrative Management Society, Society for Hu- 
man Resource Management, American Management Association, National Society 
of Professional Engineers, and Financial Executive Institute conduct special surveys 
tailored to their members’ needs.*° Employers with global operations can purchase 
international surveys through large consulting firms. The overseas compensation 
survey offered by TPF&C reports on payment practices in twenty countries. While 
all of these third-party surveys provide certain benefits to their users, they also have 
various limitations. Two problems with all published surveys are that (1) they are 
not always compatible with the user's jobs, and (2) the user cannot specify what spe- 
cific data to collect. To overcome these problems, organizations may collect their own 
compensation data. 


Using the INTERNET 


HRIS and Salary Surveys 

Wage and benefits survey data can be found on numerous websites. The previously 
mentioned National Compensation Survey is an example. Also readily available are 
commercial products such as those offered at http://www.salary.com: the Salary 
Wizard, Comp Analyst, and Survey Finder surveys. Survey Finder has a database of 
hundreds of compensation surveys offered by more than fifty independent vendors. 
Managers and compensation specialists can search for applicable surveys for either 
purchase or participation.“ 


Employer-Initiated Surveys 
Employers wishing to conduct their own wage and salary survey must first select the 
jobs to be used in the survey and identify the organizations with whom they actually 
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compete for employees. Since it is not feasible to survey all the jobs in an organiza- 
tion, normally only key jobs, also called benchmark jobs, are used. 

The survey of key jobs will usually be sent to ten or fifteen organizations that 
represent a valid sample of other employers likely to compete for the employees of 
the surveying organization. Precisely defining the compensation data needed will 
greatly increase the accuracy of the information received and the number of pur- 
poses for which it can be used.** Once the survey data are tabulated, the compensa- 
tion structure can be completed. 


HIGHLIGHTS IN HRM 


Bureau of Labor Statistics National 
Compensation Survey 


NCS data are used by managers and compensation specialists in large and small organizations to answer such questions 
as the following: 


e How much must I pay accountants in Atlanta, Georgia? 

e Is a3 percent benefits increase comparable to that of other employers in the manufacturing industry? 
e Is vision coverage a prevalent benefit among large employers in the Northeast? 

e How have wage costs changed over the past year? 


How the NCS Survey Works 

The National Compensation Survey is an area-based survey. Wage and benefit data are collected from a predetermined 
set of 154 metropolitan and nonmetropolitan areas through the fifty states and the District of Columbia to repre- 
sent the United States. Compensation information is collected from such diverse locations as Knoxville, Tennessee; 
Pittsburgh, Pennsylvania; Reno, Nevada; and Richland-Kennewick-Pasco, Washington. All areas are selected to produce 
regional estimates for nine broad geographic divisions and four broad regions. 


Within each area, a scientific sample of establishments represents all area establishments. An “establishment” is a 
single physical location, such as a plant, warehouse, corporate office, or retail outlet. State and local government of- 
fices are also included in the survey. 


Once an establishment has been chosen for inclusion in the survey, a BLS economist selects occupations within 
that establishment to represent all occupations in the establishment. The BLS limits the selection to a small num- 
ber of occupations to reduce the survey burden for employers. Data are collected for all incumbents in a selected 
occupation. 


The selected occupations are then classified based on the Census Bureau’s occupation classification system. The 
census Classification categorizes approximately 450 individual occupations into ten major groupings such as sales, 
professional specialty, and technical, and machine operators, assemblers, and inspectors. For the occupations se- 
lected, wage and benefit data are collected. Items included in the collection of wages are time-based payments, 
piece rates, commissions, hazard pay, and other items directly related to the work being performed. A variety of 
benefit data are collected, including paid vacations, paid holidays, paid sick leave, shift differentials, and nonpro- 
duction bonuses. 
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The Wage Curve 


The relationship between the relative worth of jobs and their pay rates can be repre- 
sented by means of a wage curve. This curve may indicate the rates currently paid for 
jobs within an organization, new rates resulting from job evaluation, or rates for simi- 
lar jobs currently being paid by other organizations within the labor market. A curve 
may be constructed graphically by preparing a scattergram consisting of a series of 
dots that represent the current pay rates. As shown in Figure 9.6, a freehand curve 
is then drawn through the cluster of dots in such a manner as to leave approximately 
an equal number of dots above and below the curve. The wage curve can be relatively 
straight or curved, This curve can then be used to determine the relationship between 
the value of a job and its pay rate at any given point on the line. 


Pay Grades 


From an administrative standpoint, it is generally preferable to group jobs into 
pay grades and to pay all jobs within a particular grade the same rate or rate range. 
When the classification system of job evaluation is used, jobs are grouped into grades 
as part of the evaluation process. When the point system is used, however, pay grades 
must be established at selected intervals that represent either the point or the evalu- 
ated monetary value of these jobs. The graph in Figure 9.5 illustrates a series of pay 
grades designated along the horizontal axis at fifty-point intervals. 
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One of the objections 
to Google granting 
wage increases on a 
percentage basis is that 
the lowest-paid em- 
ployees, who are hav- 
ing the most trouble 
“dealing with sky-high 
property prices, mort- 
gages, and those kinds 
of things,” get the 
smallest increase, while 
the highest-paid em- 
ployees get the largest 
increase. Is this objec- 
tion a valid one? 


wage curve 


A curve in a scattergram 
representing the relationship 
between relative worth of 
jobs and pay rates 


pay grades 


Groups of jobs within a par- 
ticular class that are paid the 
same rate 
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The grades within a pay structure may vary in number.“ The number is determined 
by such factors as the slope of the wage curve, the number and distribution of the jobs 
within the structure, and the organization's wage administration and promotion policies. 
The number utilized should be sufficient to permit difficulty levels to be distinguished, 
but not so great as to make the distinction between two adjoining grades insignificant. 


Rate Ranges 


Although a single rate may be created for each pay grade, as shown in Figure 9.7, it is 
more common to provide a range of rates for each pay grade. The rate ranges may be 
the same for each grade or proportionately greater for each successive grade, as shown 
in Figure 9.8. Rate ranges constructed on the latter basis provide a greater incentive 
for employees to accept a promotion to a job in a higher grade. 

Rate ranges generally are divided into a series of steps that permit employees to 
receive increases up to the maximum rate for the range on the basis of merit or se- 
niority or a combination of the two. Most salary structures provide for the ranges of 
adjoining pay grades to overlap. The purpose of the overlap is to permit an employee 


FIGURE 
9 7 Single Rate Structure 
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FIGURE 
9 8 The Federal Wage Poster 
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with experience to earn as much as or more than a person with less experience in the 
next higher job classification. 
The final step in setting up a wage structure is to determine the appropriate pay 
grade into which each job should be placed on the basis of its evaluated worth. Tra- 
ditionally, this worth is determined on the basis of job requirements without regard 
to the performance of the person in that job. Under this system, the performance of 
those who exceed the requirements of a job may be acknowledged by merit increases 
within the grade range or by promotion to a job in the next higher pay grade.” 
Organizations may pay individuals above the maximum of the pay range when em- 
ployees have high seniority or promotional opportunities are scarce. Wages paid above 
the range maximum are called red circle rates, Because these rates are exceptions to red circle rates 
the pay structure, employers often “freeze” these rates until all ranges are shifted up- Payment rates above the 
ward through market wage adjustments. maximum of the pay range 
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Competence-Based Pay 


The predominant approach to employee compensation is still the job-based system. 
Unfortunately, such a system often fails to reward employees for their skills or the 
knowledge they possess or to encourage them to learn a new job-related skill. Addition- 
ally, job-based pay systems may not reinforce an organizational culture stressing em- 
ployee involvement or provide increased employee flexibility to meet overall production 
or service requirements. Therefore, organizations such as Frito-Lay, Nortel Networks, 
Sherwin-Williams, and Honeywell have introduced competence-based pay plans. 
competence-based Competence-based pay, also referred to as skill-based pay or knowledge-based 
pay pay, compensates employees for the different skills or increased knowledge they pos- 
Pay based on an employee's sess rather than for the job they hold in a designated job category.” Regardless of the 
Sea Re name, these pay plans encourage employees to earn higher base wages by learning 
ada ! and performing a wider variety of skills (or jobs) or displaying an array of competen- 
cies that can be applied to a variety of organizational requirements. For example, in 
a manufacturing setting, new tasks might include various assembly activities carried 
out in a particular production system or a variety of maintenance functions. Within 
service organizations, employees might acquire new knowledge related to advanced 
computer systems or accounting procedures, Organizations will grant an increase in 
pay after each skill or knowledge has been mastered and can be demonstrated accord- 
ing to a predetermined standard. 

Competence-based pay systems represent a fundamental change in the attitude of 
management regarding how work should be organized and how employees should be 
paid for their work efforts. The most frequently cited benefits of competence-based 
pay include greater productivity, increased employee learning and commitment to 
work, improved staffing flexibility to meet production or service demands, and re- 
duced effects of absenteeism and turnover, because managers can assign employees 
where and when needed. Competence-based pay also encourages employees to ac- 
quire training when new or updated skills are needed by an organization. 

Unfortunately, competence-based plans bring some long-term difficulties. Some 
plans limit the amount of compensation employees can earn, regardless of the new 
skills or competencies they acquire. Thus, after achieving the top wage, employees 
may be reluctant to continue their educational training. Perhaps the greatest chal- 
lenge in paying individuals for their skills, knowledge, and competencies is developing 
appropriate measures. It is difficult to write specific knowledge and skill descriptions 
for jobs that employees perform and then establish accurate measures of acquired 


skills or knowledge. 


Broadbanding 

Organizations that adopt a competency-based or skill-based pay system frequently 
use broadbanding to structure their compensation payments to employees. Broad- 
banding simply collapses many traditional salary grades into a few wide salary bands. 
Broadbands may have midpoints and quartiles, or they may have extremely wide 
salary ranges or no ranges at all. Banding encourages lateral skill building while ad- 
dressing the need to pay employees performing multiple jobs with different skill level 
requirements. Additionally, broadbands help eliminate the obsession with grades 
and, instead, encourage employees to move to jobs in which they can develop in their 
careers and add value to the organization. Paying employees through broadbands 
enables organizations to consider job responsibilities, individual skills and competen- 
cies, and career mobility patterns in assigning employees to bands.°? In all, such pay 
tools help to more effectively implement a compensation strategy. 
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Compensation Assessment 


Getting your compensation system up and running is not the end of your task as a 
manager. Once it has been implemented, assessing the effectiveness of your compensa- How do you know if a 
tion system is vitally important to linking compensation with strategy. With the right company’s compensa- 
measures, you can (1) help the company detect potential compensation problems, tion system is helping 
(2) make compensation decisions more transparent, and (3) improve the alignment of to reach its objectives? 
compensation decisions with organizational objectives. The compensation scorecard 
collects and displays the results for all the measures that a company uses to monitor 
and compare compensation among internal departments or units. While different com- 
panies will use different measures of compensation, the scorecard creates a comparative 
tool within the organization that can reinforce desired outcomes that are unique to the 
company’s strategy. 
Managers in companies without compensation scorecards often struggle to know if 
the promotions, raises, bonuses, and pay adjustments they make are in line with the 
rest of the organization and its strategy. A scorecard improves transparency of how 
people are rewarded and makes managers responsible for how they spend company 
money. Most compensation scorecards are completed once a year by HR. 
For example, Figure 9.9 represents an example of a compensation scorecard. Each 
functional department in the company reports the average performance rating received 
by its employees on a scale of 1 (low) to 5 (high). This measure helps to show manag- 
ers where they are in terms of evaluating their employees. Average merit increases are 
also gathered. The company had budgeted enough money for a 4 percent increase, on 
average. If the average merit increase you give your employees is above this 4 percent 
level, then the additional money needed to compensate employees in your function 
will need to be drawn from elsewhere in the company. Grade inflation is the growth 
or decline of the average salary grade distribution. It shows whether or not you vary 
in pay raises on a year to year basis. Compa ratio is a measure of the appropriateness 
of the salaries given by a function. In essence it is an internal benchmark of salaries. 


FIGURE 
9 9 Sample Compensation Scorecard 
L 


Average Average Merit 
Performance Increase Grade Compa Annual Incentive 
Function Rating (1-5) (4% Budget) Inflation Ratio (% of Target) 


Marketing 3.4 4.3% -3% 101% 100% 
R&D 3.2 4.4% 0% 98% 102% 
Production 4.0 4.2% 12% 96% 105% 
Sales 4.1 3.4% 8% 99% 100% 
Customer Service 3.6 3.6% 17% 88% 110% 
* Grade inflation is determined by calculating the percentage change in the number of employees in each grade in comparison to 
the year before. 
** Compa ratio is actual salary divided by the midpoint of the salary range. It is a gauge of the appropriateness of the organization’s 


salary ranges. 
** The direct correlation between profit growth over a three-year period relative to LTI expense. 


Reprinted by permission of The Segal Group, Inc., parent of The Segal Company and its Sibson Consulting Division. © 2011. All rights reserved. 
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Functions with a compa ratio below 100 percent are considered to be paying their 
employees below the company norm. Finally, a measure of the percent of annual incen- 
tives in relation to organizational targets helps to assess whether a function is meeting 
its targets and paying its employees in accordance with those objectives.” 


Government Regulation of Compensation 


Compensation management, like the other areas of HRM, is subject to state and fed- 
eral regulations. A majority of states have minimum wage laws or wage boards that 
fix minimum wage rates on an industry-by-industry basis. When an employee is sub- 
ject to both the state and federal minimum wage laws, the employee is entitled to the 
higher of the two minimum wages. (See Highlights in HRM 3 for state minimum 
wage laws.) Most states also regulate hours of work and overtime payments. 

The three principal federal laws affecting wages are the Davis-Bacon Act, Walsh- 
Healy Act, and Fair Labor Standards Act. These laws were enacted during the 1930s 
to prevent the payment of abnormally low wage rates and to encourage the spreading 
of work among a greater number of workers. The latter objective was accomplished 
by forcing organizations to pay a premium rate for overtime work (all hours worked 
in excess of a prescribed number). 


Federal laws governing 

compensation raise im- 
portant issues for both 

employers and employ- 
ees. How do regulations 
influence compensation 
decisions? How do they 
protect employees from 
discrimination? 


Davis-Bacon Act of 1931 


The Davis-Bacon Act, also referred to as the Prevailing Wage Law, was passed in 
1931 and is the oldest of the three federal wage laws. It requires that the minimum 
wage rates paid to people employed on federal public works projects worth more than 
$2,000 be at least equal to the prevailing rates and that overtime be paid at one and 
one-half times this rate. The act is criticized because the prevailing rates are often the 
union rates for jobs in the area and are often higher than the average (nonunion) rates. 


Walsh-Healy Act of 1936 
The Walsh-Healy Act, which is officially called the Public Contracts Act, was passed 


in 1936 and covers workers employed on government contract work for supplies, 
equipment, and materials worth in excess of $10,000. The act requires contractors to 
pay employees at least the prevailing wage rates established for the area by the Sec- 
retary of Labor and overtime of one and one-half times the regular rate for all work 
performed in excess of eight hours in one day or forty hours in one week, depending 
on which basis provides the larger premium. 


Fair Labor Standards Act of 1938 (as Amended) 


The Fair Labor Standards Act (FLSA), commonly referred to as the Wage and 
Hour Act, was passed in 1938 and since then has been amended many times. It cov- 
ers employees who are engaged in the production of goods for interstate and foreign 
commerce, including those whose work is closely related to or essential to such pro- 
duction. The act also covers agricultural workers, as well as employees of certain re- 
tail and service establishments whose sales volume exceeds a prescribed amount. The 
major provisions of the FLSA are concerned with minimum wage rates and overtime 
payments, child labor, and equal rights.” 
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HIGHLIGHTS IN HRM 
Minimum Wage Laws in the States 


Note: Where Federal and state law have different minimum wage rates, the higher standard applies. 


Se States with minimum wage rates — States with no minimum wage law 
higher than the Federal 


States with minimum wage rates the States with minimum wage rates 
same as the Federal lower than the Federal 


American Samoa has special 
minimum wage rates 


Wage and Hour Provisions 

The minimum wage prescribed by federal law has been raised many times, 
from an original figure of 25 cents per hour to $7.25 per hour on July 24, 2009. 
(See Highlights in HRM 4 for the federal minimum wage poster that employers are 
required to display.) The minimum wage is assessed every few years to ensure it is 
adjusted for cost-of-living factors (e.g., Consumer Price Index). This minimum rate 
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applies to the actual earning rate before any overtime premiums have been added. 
An overtime rate of one and one-half times the base rate must be paid for all hours 
worked in excess of forty during a given week. The base wage rate from which the 
overtime rate is computed must include incentive payments or bonuses that are re- 
ceived during the period. When employees are given time off in return for overtime 
work (referred to as compensatory time off or comp time), it must be granted at one and 
one-half times the number of hours that were worked as overtime. Employees who 
are paid on a piece-rate base must receive a premium for overtime work. The FLSA 
does not, however, require severance pay, sick leave, vacation, or holidays. 

Furthermore, under the FLSA, an employer must pay an employee for whatever 
work the employer “suffers or permits” the employee to perform, even if the work is 
done away from the workplace and even if it is not specifically expected or requested. 
This condition could likely occur when employees work away from headquarters and 
are unsupervised or when they telecommute on a frequent basis. 


Minimum Wage and Pay Compression 

Some argue that increases in the minimum wage may lead to pay compression. 
pay rate Pay rate compression means that differences between low- and high-paying jobs de- 
compression crease. It occurs when less experienced, often junior employees, earn as much or more 
Compression of pay between than experienced employees due to high starting salaries for new employees, It also 
new and'expenenced em- occurs when the minimum wage requirements push up salaries for lower tier salaries 
ployees caused by the higher : f i ‘ . 
starting salaries of new em- but not for higher tier. For example, if starting hourly wages for preschool teachers is 
ployees; also the differential $8.19 and preschool teacher aides is $7.25, a minimum wage increase to $8.00 would 
resell workers ang bring both to essentially the same starting wage (the U.S. median salary for preschool 

teachers is $10.50, while the bottom 10 percent make $8.19). 

Not only are lower paid jobs at risk of pay compression, higher paid jobs also expe- 
rience pay compression. The reasons are usually more market based than government 
based. For example, the scarcity of qualified applicants in computers, engineering, 
and other professional and technical fields has forced starting salaries for these occu- 
pations to be at or near the salaries paid employees with considerable experience and 
seniority. Pay compression can also occur when hourly employees, at the top of their 
pay grades, earn only slightly less than managers at the low end of their pay grades. 

Identifying pay rate compression and its causes is far simpler than implementing 
organizational policies to alleviate its effect. Organizations wishing to minimize the 
problem may incorporate the following ideas into their pay policies: 


= Reward high performance and merit-worthy employees with large pay increases. 


= Design the pay structure to allow a wide spread between hourly and supervisory 
employees, 


a Prepare high-performing employees for promotions to jobs with higher salary 
levels. 


= Provide equity adjustments for selected employees hardest hit by pay 
compression. 


Since pay rate compression is largely an internal pay equity concern, if not addressed 
fairly, it can cause low employee morale, leading to issues of reduced employee perfor- 
mance, hard feelings between employees, higher absenteeism and turnover, and even 
delinquent behavior such as employee theft. 
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The Federal Wage Poster 


EMPLOYEE RIGHTS 


UNDER THE FAIR LABOR STANDARDS ACT 


THE UNITED STATES DEPARTMENT OF LABOR WAGE AND HOUR DIVISION 


FEDERAL MINIMUM WAGE 


$5.85= $6.55» $7.25% 


BEGINNING JULY 24, 2007 BEGINNING JULY 24, 2008 BEGINNING JULY 24, 2009 
OVERTIME PAY At least i times your regular rate of pay for all hours worked over 40 in a workweek. 
YOUTH An employee must be at least 16 years old to work in most non-farm jobs and at least 18 to work in non-farm 
EMPLOYMENT jobs declared hazardous by the Secretary of Labor. 


Youths 14 and 15 years old may work outside school hours in various non-manufacturing, non-mining, non-haz- 
ardous jobs under the following conditions: 


No more than 


+ 3 hours on a school day or 18 hours in a school week; 
e 8 hours on a non-school day or 40 hours in a non-school week. 


Also, work may not begin before 7 a.m. or end after 7 p.m., except from June 1 through Labor Day, 
when evening hours are extended to 9 p.m. Different rules apply in agricultural employment. For 
more information, visit the YouthRules! Web site at www.youthrules.dol.gov. 


TIP CREDIT Employers of “tipped employees” must pay a cash wage of at least $2.13 per hour if they claim a tip credit 
against their minimum wage obligation. If an employee's tips combined with the employer's cash wage of at 
least $2.13 per hour do not equal the minimum hourly wage, the employer must make up the difference. 
Certain other conditions must also be met. 


ENFORCEMENT The Department of Labor may recover back wages either administratively or through court action, for the 
employees that have been underpaid in violation of the law. Violations may result in civil or criminal action. 


Civil money penalties of up to $11,000 per violation may be assessed against employers who violate the youth 
employment provisions of the law and up to $1,100 per violation against employers who willfully or repeatedly 
violate the minimum wage or overtime pay provisions. This law prohibits discriminating against or discharging 
workers who file a complaint or participate inany proceedings under the Act. 


ADDITIONAL © Certain occupations and establishments are exempt from the minimum wage and/or overtime pay provisions. 
INFORMATION e Special provisions apply to workers in American Samoa and the Commonwealth of the Northern Mariana 
Islands. 


+ Some state laws provide greater employee protections; employers must comply with both. 

e The law requires employers to display this poster where employees can readily see it. 

° Employees under 20 years of age may be paid $4.25 per hour during their first 90 consecutive calendar days 
of employment with an employer. 

e Certain full-time students, student learners, apprentices, and workers with disabilities may be paid less than 
the minimum wage under special certificates issued by the Department of Labor. 


For additional information: 


1-866-4-USWAGE WHE 


USS, Wage and Hour Division 
(1-866-487-9243) TTY: 1-877-889-5627 


WWW.WAGEHOUR.DOL.GOV 


U.S. Department of Labor | Employment Standards Administration | Wage and Hour Division 


WHD Publication 1088 (Revised June 2007) 
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Child Labor Provisions 

Another concern with the minimum wage is that the “floor” it imposes makes it more 
difficult for high school students and young adults to find jobs. Many employers who 
might otherwise be willing to hire these individuals are unwilling to pay them the 
same rate as adults because of their lack of experience. For unskilled workers, the 
FLSA permits employers to pay a “training wage” of $6.16 per hour for employees 
younger than age twenty during their first ninety days of employment, provided their 
employment does not displace other workers. 

The FLSA forbids the employment of minors between ages sixteen and eighteen in 
hazardous occupations such as mining, logging, woodworking, meatpacking, and cer- 
tain types of manufacturing. Minors under sixteen cannot be employed in any work 
destined for interstate commerce except that which is performed in a nonhazardous 
occupation for a parent or guardian or for an employer under a temporary work per- 
mit issued by the Department of Labor. 


Exemption from Overtime Provisions 

The feature of the FLSA that perhaps creates the most confusion is the exemption from 
overtime requirements for certain groups of employees or from coverage by certain of 
the act's provisions. In fact, the Department of Labor itself has struggled to classify its 
own employees—the very employees trying to clarify exemption requirements for oth- 
ers, In a twist of fate, employees from the DOL filed a complaint against the DOL, 
saying that over 1,900 employees were misclassified as being exempt. The violations 
involved unpaid overtime and working off-the-clock, including the use of electronic 
communication devices away from home.*©“ This case shows the difficulty that any em- 
ployer has when it comes to classifying workers as either exempt or nonexempt under 
the Fair Labor Standards Act,’ said D. Mark Wilson, principal of Applied Economic 
Strategies in Washington. “It really does illustrate that even the agency charged with 
enforcing the law has a very difficult time making these determinations”? 

As exemplified in Figure 9,10, six employee groups—executive, administrative, 
learned, creative, computer, and outside salespeople—are specifically excluded from 
overtime provisions provided they meet defined job requirements as stated under the 
law. Importantly, job titles do not determine exempt status. Employees are also ex- 
empt from overtime pay if their weekly or annual earnings exceed certain limits. 

The DOL provides an online seminar that describes the new Fair Pay Rules.*® 


Pay Equity Provisions 

There are three laws that protect employees against pay discrimination, The Equal 
Pay Act of 1963 prohibits unequal pay for equal or “substantially equal” work per- 
formed by men and women (See Chapter 2.) Title VII of the Civil Rights Act of 
1964 prohibits wage discrimination on the basis of race, color, sex, religion, or na- 
tional origin. And the Federal Age Discrimination Act of 1967, as amended, extends 
the equal rights provisions by forbidding wage discrimination based on age 
Using the INTERNET for employees age forty and older. None of these acts, however, prohibits 
wage differentials based on factors other than age, race, color, religion, na- 
tional origin, or sex. Seniority, merit, and individual incentive plans, for in- 

stance, are not affected, 
In spite of these acts, pay discrimination is still found in many companies 
today. For example, in 2010 B&H Foto Electronics Corp. had to pay out 
$4.3 million in wages and benefits to 149 employees who were paid less than 
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FIGURE 
9 10 Six Excluded Employee Groups 


Category Job Duties Required 


Executive Primary duty must be managing the enterprise, or managing a customarily recognized 
department or subdivision of the enterprise; must customarily and regularly direct the 
work of at least two or more other full-time employees or their equivalent; and must 
have the authority to hire or fire other employees, or the employee’s suggestions and 
recommendations as to the hiring, firing, advancement, promotion or any other change of 
status of other employees must be given particular weight. 


Administrative Primary duty must be the performance of office or non-manual work directly related to the 
management or general business operations of the employer or the employer’s customers; 
and includes the exercise of discretion and independent judgment with respect to matters 
of significance. 


Learned Primary duty must be the performance of work requiring advanced knowledge, defined as 
work which is predominantly intellectual in character and which includes work requiring 
the consistent exercise of discretion and judgment; the advanced knowledge must be in a 
field of science or learning; and the advanced knowledge must be customarily acquired by 
a prolonged course of specialized intellectual instruction. 


Creative Primary duty must be the performance of work requiring invention, imagination, originality 
or talent in a recognized field of artistic or creative endeavor. 


Computer Must be employed as a computer systems analyst, computer programmer, software 
engineer or other similarly skilled worker in the computer field. The primary duty must 


consist of: 1) the application of systems analysis techniques and procedures, including 
consulting with users, to determine hardware, software or system functional specifications; 
2) the design, development, documentation, analysis, creation, testing or modification of 
computer systems or programs, including prototypes, based on and related to user or 
system design specifications; 3) the design, documentation, testing, creation or modification 
of computer programs related to machine operating systems; or 4) a combination of the 
aforementioned duties, the performance of which requires the same level of skills. 


Outside Sales Primary duty must be making sales (as defined in the FLSA), or obtaining orders or contracts 
for services or for the use of facilities for which a consideration will be paid by the client or 
customer; and must be customarily and regularly engaged away from the employer’s place 
or places of business. 


Highly Compensated The regulations contain a special rule for “highly-compensated” workers who are paid 
total annual compensation of $100,000 or more. A highly compensated employee is 
deemed exempt under Section 13(a)(1) if: the employee earns total annual compensation 
of $100,000 or more, which includes at least $455 per week paid on a salary basis; the 
employee’s primary duty includes performing office or non-manual work; and the employee 
customarily and regularly performs at least one of the exempt duties or responsibilities of 
an exempt executive, administrative or professional employee. 


Teachers are exempt if their primary duty is teaching, tutoring, instructing or lecturing in 
the activity of imparting knowledge, and if they are employed and engaged in this activity 
as a teacher in an educational establishment. Practice of Law or Medicine: An employee 
holding a valid license or certificate permitting the practice of law or medicine is exempt if 
the employee is actually engaged in such a practice. An employee who holds the requisite 
academic degree for the general practice of medicine is also exempt if he or she is engaged 
in an internship or resident program for the profession. 


Adapted from Vicki M. Lambert, “The top three FLSA violations and how to avoid them”, ADP, 2008. 
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their non-Hispanic coworkers with the same responsibilities. The company was also 
accused of failing to provide health benefits and promote them due to their national 
origin. As part of the settlement, B&H also agreed to equalize the Hispanic employ- 
ees wages with their peers and maintain a written nondiscriminatory policy.” Fur- 
thermore, progress in closing the gender earnings gap has slowed considerably since 
the early 1990s. While the gender earnings ratio for full-time employees increased 
by 12.9 percent from 1980 to 1993, it grew by only 3.1 percent from 1993 to 2009. 
As of 2009, women in full-time jobs received only 77 percent of what men made.” 
Figure 9.11 further examines pay inequality based on race and gender. 


FIGURE 


9.11 


Race and Ethnicity 


All Races 


White Alone, not 
Hispanic 


Black or African 
American only 


Asian only 


Hispanic or Latino 
(any race) 


Race and Gender Pay Inequality 


Women’s Earnings 
as % of White Male 
Earnings* 


77.00% 


Male 
47,127 


Female 


36,278 


51,405 38,533 75.00% 


37,496 31,824 61.90% 


51,760 42,331 82.30% 


31,393 27,181 52.90% 


*The ratio for All Races is for Male and Females of All Races 


Source: Institute for Women’s Policy Research Compilation of Current Population Survey Labor Force Statistics, 2009 
http://www.census.gov/hhes/www/cpstables/03201 0/perinc/new05_001.htm 


Establishing strategic compen- 
sation programs requires an assessment of organiza- 
tional objectives in relation to specific employment 
goals—employee retention for continued growth, 
compensation distribution to ensure employees feel 
treated fairly, communication of compensation meth- 
ods to increase employee understanding of organiza- 
tional objectives, and adherence to a budget for cost 
efficiencies, for instance. Compensation must reward 
employees for past efforts (pay-for-performance) 
while motivating employees’ future performance. In- 
ternal and external equity of the pay program affects 
employees’ concepts of fairness. Organizations must 
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balance each of these concerns while still remaining 
competitive. The ability to attract and retain quali- 
fied employees while controlling labor costs is a ma- 
jor factor in allowing organizations to remain viable 
in the domestic or international markets. 


The basis on which compen- 
sation payments are determined and the way they 
are administered can significantly affect employee 
productivity and the achievement of organizational 
goals. Internal influences include the employer's com- 
pensation policy, worth of the job, performance of 
the employee, and employer's ability to pay. External 
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factors influencing pay rates include labor market 
conditions, area pay rates, cost of living, outcomes of 
collective bargaining, and legal requirements. 


Organizations use one of four 
basic job evaluation techniques to determine the rela- 
tive worth of jobs. The job ranking system arranges 
jobs in numerical order on the basis of the importance 
of the jobs duties and responsibilities to the organi- 
zation. The job classification system slots jobs into 
preestablished grades. Higher-rated grades will re- 
quire more responsibilities, working conditions, and 
job duties, The point system of job evaluation uses a 
point scheme based on the compensable job factors 
of skill, effort, responsibility, and working conditions. 
The more compensable factors a job possesses, the 
more points are assigned to it. Jobs with higher accu- 
mulated points are considered more valuable to the 
organization, The work valuation system evaluates 
jobs based on their value relative to organizational 
goals—financial, customer service, and so on—and 
the jobs contribution to organization success. 


Wage surveys determine the ex- 
ternal equity of jobs, Data obtained from surveys will 
facilitate establishing the organization's wage policy 
while ensuring that the employer does not pay more, or 
less, than needed for jobs in the relevant labor market. 


anime OUT The wage structure is composed 


of the wage curve, pay grades, and rate ranges. The 
wage curve depicts graphically the pay rates assigned 


broadbanding 


competence-based pay 


job evaluation 


job ranking system 


to jobs within each pay grade. Pay grades represent 
the grouping of similar jobs on the basis of their rel- 
ative worth, Each pay grade will include a rate range. 
Rate ranges will have a midpoint and minimum and 
maximum pay rates for all jobs in thepay grade. 


The effectiveness of a compen- 
sation system can be assessed by using a compensa- 
tion scorecard. The scorecard collects and displays 
where all departments and/or functions sit in terms 
of their relative compensation. It increases the trans- 
parency of compensation systems, the accountability 
of managers, and helps companies align their com- 
pensation decisions with organizational objectives. 


Both the Davis-Bacon Act and 
the Walsh-Healy Act are prevailing wage statutes. 
These laws require government contractors to pay 
wages normally based on the union scale in the em- 
ployer’s operating area. The Walsh-Healy Act also 
requires payment of one and one-half times the 
regular pay for hours over eight per day or forty per 
week. The Fair Labor Standards Act contains pro- 
visions covering the federal minimum wage, hours 
worked, and child labor. Pay rate compression is 
the narrowing of pay between new, less experienced 
employees and experienced senior employees. The 
primary cause of the problem is the high salaries 
paid to new employees and minimum wage in- 
creases. Hourly employees and their managers may 
experience pay compression when the salary spread 
between the two groups is low. 


real wages 
red circle rates 


consumer price index (CPI) nonexempt employees wage and salary survey 
escalator clauses pay equity wage curve 

exempt employees pay-for-performance standard pay rate compression 
Hay profile method pay grades work valuation 

hourly work piecework 

job classification system point system 
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Discussion Questions € 


es Tomax Corporation has 


400 employees and wishes to develop a compensa- 
tion policy to correspond to its dynamic business 
strategy. The company wishes to employ a high- 
quality workforce capable of responding to a com- 
petitive business environment. Suggest different 
compensation objectives to match Tomax’s business 
goals, 


eae Since employees may differ 


in terms of their job performance, would it not be 
more feasible to determine the wage rate for each 
employee on the basis of his or her relative worth to 
the organization? Explain. 


aaa What is job evaluation? Explain 


the differences between the major job evaluation sys- 
tems, noting the advantages and disadvantages of 
each, 


eS Describe the basic steps in 


conducting a wage and salary survey. What are some 
factors to consider? 


HRM EXPERIENCE 


Why This Salary? 


One of the objections to grant- 
ing wage increases on a percentage basis is that the 
lowest-paid employees, who are having the most 
trouble making ends meet, get the smallest increase, 
while the highest-paid employees get the largest in- 
crease. Is this objection a valid one? Explain. 


SSeS What is a compensation score- 


card and how does it help align a company’s strategy 
with its compensation system? 


pai Federal laws governing com- 


pensation raise important issues for both employers 
and employees. Discuss the following: 
a. The effect of paying a prevailing wage as required 


by the Davis-Bacon Act 
b. The effects of raising the minimum wage 


A question frequently asked is, “Why is that person paid more than I am when we both perform the same job?” The 
answer to this question lies in understanding the components of the pay mix as discussed in this chapter. While we 
may disapprove of the idea that someone is paid more or less than we are for similar work; nevertheless, factors both 
internal and external to the organization influence the final salary paid to a job or a specific person. Often we have 
little control over the pay mix factors. However, at other times, we can improve our wage by gaining additional job 
experience or seniority or by obtaining increases in job knowledge or skills. This project is designed to give you experi- 
ence in understanding why jobs are paid different salaries. 


Assignment 

Shown here are the annual median salaries paid to selected occupations listed in the 2010-2011 edition of the 
Occupational Outlook Handbook. Study the salaries paid to these occupations and then answer the questions that follow 
as to why the differences in salaries exist. Relate these reasons to the internal and external factors of the pay mix that 
are discussed in the text. 
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Why This Salary? (continued) 


Occupation Median Annual Salary 
e Flight attendant $40,010 

e Librarian $53,710 

e Construction laborer $29,150 

e Computer systems analyst $77,080 

e Police officer $53,210 

e Truck driver, heavy $37,730 

e Lawyer $113,240 


1. What factors may account for the wide differences among salaries for different occupations? 
2. What factors may account for the differences among salaries for the identical occupation in the same 


organization? 


3. What factors may account for the differences among salaries for the identical occupation in different 


organizations? 


You may work individually or in teams to complete this skill-building exercise. The Occupational Outlook Handbook pub- 
lished by the U.S. Bureau of Labor Statistics can be found at http://www.bls.gov. 


On the Job: Video Cases & 


Bright Horizons: Total Compensation 


Bright Horizons was founded in 1986 by a 
husband-and-wife team interested in improving 
early childhood education. Today, Bright Horizons 
Family Solutions is the world’s leading provider of 
employer-sponsored child care, early education, and 
work/life solutions. Conducting business in the 
United States, Europe, and Canada, they have ser- 
viced more than 700 client companies, including 
more than 90 of the Fortune 500. 


Known for excellence and innovation in child care 
and education, Bright Horizons is also a great place 
to work. They have consistently been the only child 


care organization named to the“100 Best Companies 
to Work for in America” list by Fortune magazine. 


What to Watch for and Ask Yourself 


= Why is turnover so high for the child care 
industry? 


a What kinds of incentives and benefits are 
considered valuable for child care workers? 


a What motivates people at Bright Horizons? 


= What is the HR manager at Bright Horizons 
doing to make sure employees stay motivated? 
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Pay Katie Perkins's career objective while attending Rockford State College was to obtain 
Decisions at a degree in small business management and to start her own business after gradu- 

ation. Her ultimate desire was to combine her love of sports and a strong interest 
Performance in marketing to start a mail-order golf equipment business aimed specifically at 
Sports beginning golfers. l 

In February 2003, after extensive development of a strategic business plan and a 
loan in the amount of $75,000 from the Small Business Administration, Performance 
Sports was begun. Based on a marketing plan that stressed fast delivery, error-free 
customer service, and large discount pricing, Performance Sports grew rapidly. At 
present the company employs sixteen people: eight customer service representatives 
earning between $11.25 and $13.50 per hour; four shipping and receiving associates 
paid between $8.50 and $9.50 per hour; two clerical employees each earning $8.25 
per hour; an assistant manager earning $15.25 per hour; and a general manager with 
a wage of $16.75 per hour. Both the manager and assistant manager are former cus- 
tomer service representatives. 

Perkins intends to create a new managerial position, purchasing agent, to han- 
dle the complex duties of purchasing golf equipment from the company’s numer- 
ous equipment manufacturers. Also, the mail-order catalog will be expanded to 
handle a complete line of tennis equipment. Since the position of purchasing 
agent is new, Perkins is not sure how much to pay this person. She wants to 
employ an individual with five to eight years of experience in sports equipment 
purchasing. 

While attending an equipment manufacturers’ convention in Las Vegas, Nevada, 
Perkins learns that a competitor, East Valley Sports, pays its customer service rep- 
resentatives on a pay-for-performance basis. Intrigued by this compensation philos- 
ophy, Perkins asks her assistant manager, George Balkin, to research the pros and 
cons of this payment strategy. This request has become a priority because only last 
week two customer service representatives expressed dissatisfaction with their hourly 
wage. Both complained that they felt underpaid relative to the large amount of sales 
revenue each generates for the company. 


Questions 


1. What factors should Perkins and Balkin consider when setting the wage for the 
purchasing agent position? What resources are available for them to consult when 
establishing this wage? 

2. Suggest advantages and disadvantages of a pay-for-performance policy for Perfor- 
mance Sports. 

3. Suggest a new payment plan for the customer service representatives. 
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For many businesses in today’s belt-tightening economy, decisions on pay need to be An In-N-Out 
strategic to ensure that employees are treated fairly and to ensure that businesses can Pay Strategy: 
remain viable. This requires knowing what your competitors pay their employees and x ‘ 
knowing your own salary budget. But knowing what your competitors are paying can Costa Vida's 
be both valuable and painful. Decision to 
As CEO of Costa Vida, a fast growing chain of fresh Mexican restaurants, Nathan 
Gardner knew he was competing against some restaurant chains with competitive com- Boost Pay 
pensation systems. Costa Vida is a fresh Mexican grill featuring Baja-inspired foods 
that are made from scratch daily. Following a trip to Cabo San Lucas on the Baja Coast 
in Mexico, Costa Vida founders JD and Sarah Gardner were inspired with a vision. 
Bring the freshly made local cuisine with the vibrant lifestyle to the United States. They 
started their first restaurant in 2001 and after just 10 years Costa Vida has more than 
50 franchises in Arizona, California, Colorado, Idaho, New Mexico, Texas, Washington 
and Utah. One of the main challenges Costa Vida faces is the fierce competition for 
customers as well as employees.“ You'd be surprised how much of a difference having 
good employees in all areas of the business makes,’ commented the CEO. 
“For the fast-casual food industry,’ remarked Nathan, “you are dependent upon 
your people. If you don't treat your people well, they won't treat your customers well. 
If your customers aren't treated well, you have no business.’ For months, Nathan ago- 
nized over how he could develop a competitive compensation plan that matched the 
objectives of the organization, but that fell in line with the tight budget of each indi- 
vidually owned franchise unit. He stated,“ We, of course, leave the final compensation 
decision to the franchise owner, but we do all we can to educate and persuade our 
franchisees to be competitive and fair. In the long run, this is how they can maintain a 
superior level of customer satisfaction.’ 
Nathan pointed out that a strong benchmark for them is In-N-Out Burger, 
In-N-Out started in California and is known for its great compensation package. As 
of 2011, they start out all their new “associates” (aka employees) at a minimum of 
$10 an hour. They also offer flexible schedules to accommodate school and other ac- 
tivities, paid vacation, free meals, and a 401k retirement plan. For full-time associates 
they provide medical, dental, vision, life, and travel insurance coverage. Their reason 
for paying so high is based on a strategy that lower turnover and more committed 
workers will lead to better service.“ What In-N-Out does for their employees is truly 
amazing,’ commented Nathan.“ We often see employees moving from one fast-food 
chain to another, but we rarely see employees coming from In-N-Out.’ 
Nathan had a tough challenge ahead in trying to convince his franchise owners 
and managers to think more strategically about their pay systems. He needed to help 
them realize that paying wages and offering other compensation benefits that were 
better than their competitors may mean lower profit margins up front, but that the 
returns would be greater in the long run. He also needed to offer evidence to show 
that this was not just about being fair, but it was about being strategic. The restaurant 
business is a fast and fierce industry and companies come and go all the time. What 
was it going to take for Costa Vida to stay for the long haul? 
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Questions 


1, Why is it important for pay to be externally fair? 

2. Why is it important for pay to be internally fair? 

3. What should Costa Vidas compensation strategy look like? Hint: what are the 
company objectives and how can employee pay help to achieve those objectives? 

4, What should the pay structure look like? What pay mix would you recommend? 

5. How should Nathan communicate a new compensation strategy to his franchisee 
owners and managers? 

6. What effect will paying higher wages have on Costa Vida in the short term? What 


effect will it have in the long term? Explain. 
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he recent economic downturn did much to change the outlook of pay-for-performance. 

Companies are now likely to tie compensation more closely to performance. 

Whether you are a heavily scrutinized big bank on Wall Street or a belt-tightening 
small store in Wisconsin, you want the biggest bang for your buck. For many, this means 
aligning the interests of the employees with the interests of the company. One of the 
best ways to do this is to reward people for their performance. But this is no small task. 
The process of (1) choosing the right incentive plans based on organizational objectives, 
(2) setting up performance measures, and (3) administering those incentive plans may 
seem a bit daunting—especially since so much can go wrong if not done right. 

One company that has done this right is Lincoln Electric (www.lincolnelectric.com), a 
leading manufacturer of welding products. Based in Cleveland, Ohio, Lincoln Electric has 
used pay-for-performance as a vital component of its strategy for more than 175 years. 
Lincoln’s pay strategy is to handsomely reward people for their productivity, high qual- 
ity, cost reduction ideas, and contribution to the company. Year-end bonuses sometimes 
double a person’s regular pay. Regular pay is based entirely on how much they produce. 
In essence, the pay-for-performance system consists of three main components. 

The first is that you get paid based on how many welding products you produce. The 
more pieces you produce, the more you get paid. The second is based on the quality of 
your products, cost reduction ideas, and contribution to the company. This is assessed 
and paid out at the end of each year as a bonus. And the third is based on how well the 
entire company does. In this way you share in the profits made by the company.? 

According to the WorldatWork 2010-2011 salary budget survey, most companies 
are taking a lesson from companies like Lincoln Electric and ramping up their pay- 
for-performance programs. In fact, in 2011 low performers were expected to receive no 
pay increase. Average performers could expect roughly a 2.4 percent increase and the 
highest performers a 3.7 percent increase. In other words, companies are seeing more of 
a need to differentiate their employees based on performance.? 

In this chapter, we will discuss incentive plans in terms of the objectives they hope to 
achieve and the various factors that may affect their success. Because many organiza- 
tions have implemented broad-based incentive programs to differentiate employees and 
their performance, for discussion purposes we have grouped incentive plans into three 
broad categories: individual incentive plans, group incentive plans, and enterprise incen- 
tive plans, as shown in Figure 10.1.4 At the end of the chapter, we also discuss some 
special incentive plans for professional employees and executives. 


Strategic Reasons for Incentive Plans 


A major element of strategic compensation management is the use of incentive plans, 


variable pay also called variable pay programs. Variable pay programs consist of bonuses, incen- 
Tying pay to some measure tives, or recognition for good work. They allow organizations to reward employees 
of individual, group, or orga- for continued contributions. More than 80 percent of companies globally are offering 


nizational performance 4 i A : : 
P variable pay programs. As head of global compensation consulting at Hewitt Associ- 


ates, Shekhar Purohit said, “Over the past decade, and increasingly in the past year, 
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FIGURE 
10 1 Types of Incentive Plans 


INDIVIDUAL 
Piecework 


Standard hour plan 


GROUP 
Team compensation 


Scanlon Plan 


ENTERPRISE 
Profit sharing 


Stock options 


Bonuses Improshare Employee stock ownership 
Merit pay plans (ESOPs) 


Lump sum merit pay 

Incentive awards 

Sales incentives 

Professional employee incentive plans 


Executive incentive plans 
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variable pay has become the standard as companies reward strong performance and 
lower overhead costs. We expect this trend to continue in the coming years.” Variable 
pay is more flexible than fixed pay (salaries, hourly wages), as variable pay is attached 
to fixed costs that allow flexibility to increase, decrease, or maintain future payments 
to employees as business conditions warrant.° Most HR managers see variable pay as 
strategic because it allows the organization to align its employees’ interests and out- 
comes with those of the organization. 

However, an additional strategic component that HR managers seem to forget is 
that variable pay can be used to exercise fairness and equity within the organization. 
As a result, variable pay not only motivates employees to do what the organization 
wants them to do. It ensures that employees feel the organization is fair and respon- 
sive to their individual contributions. 

For example, it has been said that “no good deed goes unpunished.’ For employees 
who make valuable contributions, this is sometimes not far from the truth. A study 
of 20,000 employees found that 27 percent of “high potential” employees planned 
to leave their company by the end of 2010.’ The reason? Feelings of pay inequity. 
In the recent aftermath of the economic recession, many high-performing employees 
felt they were asked to take on additional work without additional pay. As a result, 
challenges meant to be energizing can feel like punishment for success if they are not 
attached to additional rewards.’ 

One of the difficulties faced by companies during difficult times is that they ask every- 
one to tighten their belts, yet high performers know their market worth and like to be 
rewarded for it. Furthermore, even employees who are not high performers work harder 
(and seem happier) when they work for a company that rewards people who deserve it.? 
Shell Corporation is one company that has gone through great effort to demonstrate 
equity and fairness by making sure managers differentiate between the performance of 
their employees and reward them appropriately. Overall, employees argue that high per- 
formers expect to receive higher levels of pay. In fact, the better an employee performs, 
the more they are concerned with incentive rewards based on performance.'® 
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Incentive rewards are based entirely upon a pay-for-performance philosophy (see 
Chapter 9). Incentive pay plans establish a performance “threshold” (a baseline per- 
formance level) that an employee or group of employees must achieve to qualify for 
incentive payments. According to one compensation manager, “ The performance 
threshold is the minimum level an employee must reach in order to qualify for vari- 
able pay.’ Additionally, incentive plans emphasize a shared focus on organizational 
objectives by broadening the opportunities for incentives to employees throughout 
the organization. Incentive plans create an operating environment that champions a 
philosophy of shared commitment through the belief that every individual contrib- 
utes to organizational performance and success. 


Incentive Plans as Links to Organizational Objectives 


Contemporary arguments for incentive plans focus on linking compensation rewards, 
both individual and group, to organizational goals. Specific company goals or objec- 
tives might be to lower labor costs, improve customer satisfaction, expand product 
markets, or maintain high levels of productivity and quality, which in turn improve 
the market for U.S. goods and services in a global economy. By meshing compen- 
sation and organizational objectives, managers believe that employees will assume 
“ownership” of their jobs, thereby improving their effort and overall job performance. 
Incentives are designed to encourage employees to put out more effort to complete 
their job tasks—effort they might not be motivated to expend under hourly and/ 
or seniority-based compensation systems. Also, incentive pay is highly valued as a 
compensation strategy to attract and retain top-performing employees.” Figure 10.2 
summarizes the major advantages of incentive pay programs as noted by researchers 
and HR professionals. 

Do incentive plans work? The answer is both yes and no, Various studies, along 
with reports from individual organizations, show a measurable relationship between 
incentive plans and improved organizational performance.'* However, the degree of 
success obtained depends on several factors including (1) identifying important orga- 
nizational metrics by which to measure employee performance, and (2) a customized 
incentive plan which effectively measures employee output and rewards exceptional 


FIGURE 
10 9 Advantages of Incentive Pay Programs 


Incentives focus employee efforts on specific performance targets. They provide real 
motivation that produces important employee and organizational gains. 

Incentive payouts are variable costs linked to the achievement of results. Base salaries are 
fixed costs largely unrelated to output. 

Incentive compensation is directly related to operating performance. If performance 
objectives (quantity and/or quality) are met, incentives are paid. If objectives are not 
achieved, incentives are withheld. 

Incentives foster teamwork and unit cohesiveness when payments to individuals are based 
on team results. 

Incentives are a way to distribute success among those responsible for producing that 
success. 

Incentives are a way to increase equity and justice in an organization. 

Incentives are a means to reward or attract top performers when salary budgets are low. 
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employee performance.'? For example, ranked as the #1 hospital for cancer in 2010- 
2011, the University of Texas M. D. Anderson Cancer Center's health care employees 
are eligible for up to a 10 percent merit raise, depending on whether they meet or ex- 
ceed important hospital performance expectations. Importantly, in a survey designed 
to assess the hospital's incentive pay program, employee responses showed a high re- 
lationship between hospital goals and the linkage between pay and performance.'* At 
AFLAC Insurance, sales people who achieve sales targets receive significant bonuses, 
merchandise awards, and recognition through the company’s Web site and in-house 
publications.” Because of practices such as these, AFLAC has consistently been rated 
as one of the 100 Best Companies to Work For by Fortune magazine, 16 

Unfortunately, studies also show that variable pay plans may not achieve their pro- 
posed objectives or lead to organizational improvements. First, incentive plans some- 
times fail to satisfy employee expectations for pay gains. Second, management may 
have failed to give adequate attention to the design and implementation of the plan, 
leaving employees confused about how incentive payments are calculated. Third, 
employees may have little ability to affect performance standards. Furthermore, the 
success of an incentive plan will depend on the environment that exists within an 
organization. A plan is more likely to work in an organization where morale is high, 
employees believe they are being treated fairly, and there is harmony between employ- 
ees and management.’” 


Requirements for a Successful Incentive Plan 


For an incentive plan to succeed, employees must believe in it. This belief can be in- 
fluenced in part by how successful management is in introducing the plan and con- 
vincing employees of its benefits. Encouraging employees to participate in developing 
and administering the plan is likely to increase their willingness to accept it. 

Employees must be able to see a clear connection between the incentive payments 
they receive and their job performance, This connection is more visible if there are 
objective quality or quantity standards by which they can judge their performance. 
Commitment by employees to meet these standards is also essential for incentive 
plans to succeed. This requires mutual trust and understanding between employees 
and their supervisors, which can best be achieved through open, two-way channels 
of communication. Management should guard against incentive payments being 
seen as an entitlement. Instead, these payments should be viewed as a reward that 
must be earned through effort. This perception can be strengthened if the incen- 
tive money is distributed to employees in a separate check. Compensation special- 
ist Joanne Sammer notes the following as characteristics of a successful incentive 
plan:'8 


a Identify important organizational metrics that encourage employee behavior. 
= Involve employees. Incentive programs should seem fair to employees. 


a Find the right incentive payout. Payout formulas should be simple and 
understandable. 


a Establish a clear link between performance and payout. 


Furthermore, the best-managed incentive pay programs are clearly and continu- 
ously communicated to employees. This is true during both good and bad economic 
periods. According to Roisin Woolnough, compensation consultant, “Communicate 


LEARNING OUTCOME 1 


As a direct competitor 
of Lincoln Electric, Il- 
linois Tool Works Inc. 
has decided to develop 
more performance- 
based incentives. As an 
HR manager for Illinois 
Tool Works, how would 
you successfully imple- 
ment an incentive pro- 
gram similar to Lincoln 
Electric’s? 
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what you are doing and why it is critical to success. Everyone needs to know what 
the goals are and what the rewards are for achieving those goals”? Proactive organi- 
zations find it advisable to continually evaluate the operation and administration of 
their variable pay programs. 


Setting Performance Measures 


As we discussed in Chapter 7 on “Appraising and Managing Performance,’ measuring 
and differentiating performance among employees is one of the most difficult tasks 
you will face as a manager. This is especially the case when your assessments are used 
to distribute rewards.” You will need to be able to distinguish between individual 
contributions and those made by a group. You will need to be able to avoid biases 
based on who you like and dislike, different personalities, and political agendas, At 
the group level, you will need to distinguish how much one group contributed over 
another group, even if the work they do is highly interdependent.”! In sum, measur- 
ing individual, group, and enterprise level contributions can be extremely complex. 
Measuring in a way that makes employees feel they are being treated unfairly can lead 
to serious problems. See Figure 10.3 for details on the do’s and don'ts of measuring 
performance for incentives. 

Problems with incentive plans can often be traced to the choice of performance 
measures.” Therefore, measures that are quantitative, simple, and structured 
to show a clear relationship to improved performance are best. Overly quantita- 
tive, complex measures should be avoided. Also, when selecting a performance 


FIGURE 
10 9 Measurement DOs and DON’ Ts 


INDIVIDUAL PAY GROUP PAY ENTERPRISE PAY 


e measure things that are e measure when work is e measure when work 


quantitative and simple 
measure work that is 
independent of others’ 
contribution 

measure in a way that shows 
a relationship between work 
and performance 


measure based on who you 
like and dislike 

measure based on 
personalities 

measure based on political 
preferences 

measure without considering 
contributions of peers 


group interdependent 
measure in a way that 
shows a relationship 
between work and 
performance 


measure without 
considering contributions 
of other teams 

measure unless there is a 
mechanism for teams to 
discipline their “slackers” 


is organizationally 
interdependent 

measure results that 
employees can control 
measure in a way that shows 
a relationship between work 
and performance 


measure unless employees 
can see how their work 
actually contributes to the 
enterprise 

measure without considering 
effects of the environment 
(e.g., economic downturns) 
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measure, you need to evaluate the extent to which the employees involved can ac- 
tually influence the measurement. Finally, you must guard against “ratcheting up” 
performance goals by continually trying to exceed previous results, This eventually 
leads to employee frustration and employee perception that the standards are unat- 
tainable. The result will be a mistrust of management and a backlash against the 
entire incentive program, 

If done correctly, however, measurement can communicate the importance of 
established organizational goals. For example, if the organization desires to be a 
leader in quality, then performance indexes may focus on customer satisfaction, 
timeliness, or being error free. If being a low-priced producer is the goal, then em- 
phasis should be on cost reduction or increased productivity with lower accept- 
able levels of quality. While a variety of performance options are available, most 
focus on quality, cost control, or productivity. Highlights in HRM 1 provides 
five proven guidelines on how to establish and maintain an effective performance 
measurement program. 


HIGHLIGHTS IN HRM 


Setting Performance Measures—The 
Keys 


Companies have established performance measures to improve operational success while rewarding employees for their 
performance outcomes. Establishing meaningful performance measures is one of the important and difficult chal- 
lenges facing management today. Before managers or supervisors develop and implement organizational measures, they 
should consider the following guidelines. 


e Performance measures—at all organizational levels—must be consistent with the strategic goals of the organization. 
Avoid nonrelevant measures or metrics that are not closely linked to the business or what employees do in their 
work. 

e Define the intent of performance measures and champion the cause relentlessly. Demonstrate that performance mea- 
sures are, in fact, good business management and hold managers and employees accountable for their success. 

e Involve employees. A critical step in any measurement program is the development of an employee involvement 
strategy outlining the nature of employee participation, implementation, and ongoing management of the perfor- 
mance management program. Segment the workforce based on the nature of the work and the potential for impact. 
Consider which metrics require customization. Acceptance of a performance measurement program is heightened 
when employees “buy into” the process. 

e Consider the organization's culture and workforce demographics when designing performance measures. For example, 
organizations with a more traditional hierarchical structure may need more time to introduce performance metrics 
compared to flatter organizations, which are more fluid and less steeped in control and command characteristics. 

e Widely communicate the importance of performance measures. Performance messages are the principles and guidelines 
that communicate to employees what the required performance levels are and why the organization needs to 
achieve those levels of success. 
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Administering Incentive Plans 


While incentive plans based on productivity can reduce direct labor costs, to achieve 
their full benefit they must be carefully thought out, implemented, and maintained. A 
cardinal rule is that thorough planning must be combined with a “proceed with cau- 
tion” approach. In fact, for small businesses, this “proceed with caution” approach can 
even be conveyed as a “work in process’ approach. (See Small Business Box on Admin- 
istering Incentive Plans for Small Businesses for further information.) Compensation 


Small Business Application ulil 


Administering Incentive Plans for Small Businesses 


A number of incentives exist that work particularly well with small businesses. For example, annual bonus plans if targets 
are met, stock options or membership interest options, and restricted ownership rights. Such incentive plans can be both 
a blessing and a curse. They provide a great way to align the interests of the employees directly with those of the owner, 
but managing them can also be time consuming and lead to feelings of inequity. Many small businesses do not possess 
pay-for-performance plans because they think they are too complicated and potentially more harmful than helpful. 

While the potential pitfalls of incentive systems in smalls businesses are great, the potential benefits are worth 
the risk. The key is to understand these risks and then to manage them. Below are some things small businesses can do 
to help administer incentive plans: 


Keep incentive plans simple. The easier it is for employees to know how they can be rewarded, the more likely 
they will buy into the incentive system. 

Treat the plan as a “work in process.” Small business owners need to be open with their employees by communi- 
cating that they are trying to reward employees in a fair and equitable manner. Being open to feedback is key to 
continually improving the plan. 

Set a minimum requirement around what constitutes average performance. Employees need to know that it is only 
after the employee exceeds general expectations that the additional rewards begin to kick in. This first ensures 
that the employees will feel less concerned about being able to maintain a baseline wage. Second, it shows that 
general performance only brings profits needed to sustain the company. It is above and beyond this subsistence 
level where the owner can say, “Now we share in the profits.” Finally, this also shows that high performance is 
highly rewarded and that if you do well for the company, then you do well for yourself. 

Decide when the rewards will be provided to the employee. The closer you can tie incentives to performance, the 
more likely you will be able to sustain that behavior. 

Separate rewards from employees’ regular pay. When employees can see that they are actually being given some- 
thing extra based on their performance, they make a clearer distinction between showing up for work and actually 
contributing. It is also important to make sure that these bonuses are known by others in the organization, as 
doing so acts as a reward in and of itself. 

Refine your measures and make sure employees are happy with them. Communicating with your employees is key 
to making sure incentive plans do not end up being scrapped the month after they are administered. 
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managers repeatedly stress a number of points related to the effective administration 
of incentive plans. Three of the more important points are : 


1, Incentive systems are effective only when managers are willing to grant incentives 
based on differences in individual, team, or organizational performance. Allowing 
incentive payments to become pay guarantees defeats the motivational intent of 
the incentive, The primary purpose of an incentive compensation plan is not to 
pay off under almost all circumstances, but rather to motivate performance. Thus, 
if the plan is to succeed, poor performance must go unrewarded, 


2. Annual salary budgets must be large enough to reward and reinforce exceptional 
performance. When compensation budgets are set to ensure that pay increases 
do not exceed certain limits (often established as a percentage of payroll or 
sales), these constraints may prohibit rewarding outstanding individual or group 
performance. 


3. The overhead costs associated with plan implementation and administration must 
be determined. These may include the cost of establishing performance standards 
and the added cost of record-keeping. The time consumed in communicating the 
plan to employees, answering questions, and resolving any complaints about it 
must also be included in these costs. 


Individual Incentive Plans 


One word, flexibility, describes the design of individual incentive plans.”? For example, 
technology, job tasks and duties, and/or organizational goals (such as being a low- 
cost producer) impact the organization's choice of incentive pay programs, Incentive 
payments may be determined by the number of units produced, achievement of spe- 
cific performance goals, or productivity improvements in the organization as a whole. 
In addition, in highly competitive industries such as food and retailing, low profit 
margins will affect the availability of monies for incentive payouts. All of these con- 
siderations suggest that tradition and philosophy, as well as economics and technol- 
ogy, help govern the design of individual incentive systems. 


Piecework 


One of the oldest incentive plans is based on piecework. Under straight piecework, 
employees receive a certain rate for each unit produced. Their compensation is 
determined by the number of units they produce during a pay period. At Steelcase, 
an office furniture maker, employees can earn more than their base pay, often as much 
as 35 percent more, through piecework for each slab of metal they cut or chair they 
upholster. Under a differential piece rate, employees whose production exceeds the 
standard output receive a higher rate for all of their work than the rate paid to those 
who do not exceed the standard. 

Employers include piecework in their compensation strategy for several reasons. 
The wage payment for each employee is simple to compute, and the plan permits an 
organization to predict its labor costs with considerable accuracy, since these costs 
are the same for each unit of output. The piecework system is more likely to succeed 
when units of output can be measured readily, the quality of the product is less criti- 
cal, the job is fairly standardized, and a constant flow of work can be maintained. 


LEARNING OUTCOME 2 


If Google paid its pro- 
grammers based on how 
many programs they 
wrote per day, what do 
you think would hap- 
pen? If Lincoln Electric 
paid people only a 
standard hourly rate, 
would their productivity 
stay the same? If en- 
listed soldiers received 
an additional bonus if 
they reenlisted in the 
military, how much 
more likely would they 
be to reenlist? 


straight piecework 


An incentive plan under which 
employees receive a certain 
rate for each unit produced 


differential piece 
rate 


A compensation rate under 
which employees whose pro- 
duction exceeds the standard 
amount of output receive 

a higher rate for all of their 
work than the rate paid to 
those who do not exceed the 
standard amount 
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Computing the Piece Rate 

Although time standards establish the time required to perform a given amount of 
work, they do not by themselves determine what the incentive rate should be. The 
incentive rates must be based on hourly wage rates that would otherwise be paid for 
the type of work being performed. For example, the standard time for producing one 
unit of work in a job paying $12.75 per hour was set at twelve minutes. The piece rate 
would be $2.55 per unit, computed as follows: 


60 (minutes per hour) 


= 5 uni h 
12 (standard time per hour) aaa 


$12.75 (hourly rate) 


5 (units per hour) 


= 2.55 per unit 


Piecework: The Drawbacks 

Despite their obvious advantages—including their direct tie to a pay-for-performance 
philosophy—piecework systems have a number of disadvantages that offset their 
usefulness. One of the most significant weaknesses of piecework, as well as of other 
incentive plans based on individual effort, is that it may not always be an effective 
motivator. If employees believe that an increase in their output will provoke disap- 
proval from fellow workers (often referred to as “rate busting”), they may avoid exert- 
ing maximum effort because their desire for peer approval outweighs their desire for 
more money. Also, jobs in which individual contributions are difficult to distinguish 
or measure or in which the work is mechanized to the point that the employee ex- 
ercises very little control over output may be unsuited to piecework. Piecework may 
also be inappropriate in the following situations: 


= When quality is more important than quantity 
= When technology changes are frequent 


m When productivity standards on which piecework must be based are difficult to 
develop 


Importantly, piecework incentive systems can work against an organizational cul- 
ture promoting workforce cooperation, creativity, or problem-solving because each of 
these goals can infringe on an employee's time and productivity and, therefore, total 
pay earned, 


Standard Hour Plan 


standard hour plan Another common incentive technique is the standard hour plan, which sets incentive 
An incentive plan that sets rates on the basis of a predetermined “standard time” for completing a job. If employ- 
rates based on the comple- ees finish the work in less than the expected time, their pay is still based on the stan- 
tion of a job in a predeter- drdi fortheiob ldplied bytheirh 1 S dardh 1 il 
mined staridard time dard time for the job multiplied by their hourly rate. Standard hour plans are popular 
in service departments in automobile dealerships. For example, if the standard time 
to install an engine in a truck is five hours and the mechanic completes the job in four 
and a half hours, the payment would be the mechanic's hourly rate times five hours. 
Standard hour plans are particularly suited to long-cycle operations or jobs or tasks 
that are nonrepetitive and require a variety of skills. However, while standard hour 
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plans can motivate employees to produce more, employers must ensure that equip- 
ment maintenance and product quality do not suffer as employees strive to do their 
work faster to earn additional income. 


Bonuses 


A bonus is an incentive payment given to employees beyond their normal base wage. bonus 
It is frequently given at the end of the year and does not become part of base pay. An incentive payment that 
Bonuses have the advantage of providing employees with more pay for exerting is supplemental to the base 
greater effort, while at the same time the employees still have the security of a basic Sa 
wage. Bonus payments are common among managerial and executive employees, but 
recent trends show that they are increasingly given to employees throughout the 
organization.”* For example, a study by RAND, a nonprofit research organization, 
showed that increased use of cash bonuses by the U.S, Department of Defense has 
increased enlistment of military personnel by roughly 20 percent.” This increase 
in retention through bonuses has saved the U.S, Department of Defense money as 
well as helped to overcome attitudes toward the adverse effects of frequent and long 
deployments. 
Bonuses can be a powerful tool to increase future performance. For instance, if 
the link between pay and performance is clearly established, bonuses can be one of 
the most effective tools to increase future performance. For example, a study on bo- 
nuses vs. actual pay raises showed that improving one’s pay through merit increases 
by 1 percent would increase future performance by 2 percent. However, if the same 
money was applied to pay-for-performance bonuses, the employee's performance in- 
creases by 15 percent. Indeed, providing a strong pay-for-performance link for bo- 
nuses can dramatically improve employee productivity.” 
Depending on who is to receive the bonus, the incentive payment may be deter- 
mined on the basis of cost reduction, quality improvement, or performance criteria 
established by the organization. At the executive level, for example, performance cri- 
teria might include earnings growth or enterprise-specific, agreed-on objectives. 
When some special employee contribution is to be rewarded, a spot bonus is used. 
A spot bonus, as the name implies, is given “on the spot,’ normally for some employee spot bonus 
effort not directly tied to an established performance standard. For example, a cus- An unplanned bonus given 
tomer service representative might receive a spot bonus for working long hours to fill ie a ara 
a new customer's large order. Spot bonuses are championed as useful retention and mance measure p 
motivational tools for overburdened employees, especially during lean financial times. 
Lauren Sejen, compensation expert with Watson Wyatt Worldwide, notes, “I think 
spot bonuses are one of the most underutilized forms of rewards, given how well em- 


ployees respond to them. These plans make perfect sense. 2” 


Merit Pay 


A merit pay program (merit raise) links an increase in base pay to how successfully 
an employee performs his or her job. Unlike bonuses, once merit increases are given 
they become part of base pay, regardless of future performance. Merit increases are 
normally given when an employee achieves some objective performance standard (al- 
though a superior’s subjective evaluation of subordinate performance may play a large 
role in the increase given). Merit raises can serve to motivate if employees perceive the 
raise to be related to the performance required to earn it.” 
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Implementing Compensation and Security 


LEARNING OUTCOME 3 


If you perform well, 
you most likely want 
to be rewarded for 
this. But what is the 
best model for reward- 
ing employees who do 
well? Is it better to 
offer merit bonuses, 
merit pay raises, or 
just recognize them for 
their work? Whatever 
reward you choose, 
how do you make 

sure it motivates your 
employees? 


merit guidelines 


Guidelines for awarding 
merit raises that are tied to 
performance objectives 
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Theories of motivation, in addition to behavioral science research, provide 
justification for merit pay plans as well as other pay-for-performance programs.”? 
However, research shows that a merit increase in the range of 7 to 9 percent is 
necessary to serve as a pay motivator,’ Employees may welcome lower percentage 
amounts, but low salary increases may not lead to significantly greater effort on the 
part of employees to drive business results. Consequently, with low salary budgets 
(see Chapter 9), organizations wishing to reward top performers will be required 
to distribute a large portion of the compensation budget to these individuals.*! A 
meaningful merit increase will catch the attention of top performers while sending 
a signal to poor-performing employees. A strategic compensation policy must dif- 
ferentiate between outstanding and good or average performance. Furthermore, in- 
creases granted on the basis of merit should be distinguishable from cost-of-living 
or other general increases. 


Problems with Merit Raises 

Merit raises may not always achieve their intended purpose. Unlike a bonus, a merit 
raise may be perpetuated year after year even when performance declines. When this 
happens, employees come to expect the increase and see it as an entitlement, unre- 
lated to their performance. Furthermore, what are referred to as merit raises often 
turn out to be increases based on seniority or favoritism. A superior’s biased evalu- 
ation of subordinate performance may play a large role in the increase given. Even 
when merit raises are determined by performance, the employee's gains may be offset 
by inflation and higher income taxes. Compensation specialists also recognize the fol- 
lowing problems with merit pay plans: 


1, Money available for merit increases may be inadequate to satisfactorily raise all 
employees’ base pay. 


2. Managers may have no guidance in how to define and measure performance; there 
may be vagueness regarding merit award criteria. 


3. Employees may not believe that their compensation is tied to effort and perfor- 
mance; they may be unable to differentiate between merit pay and other types of 
pay increases. 


4. Employees and their managers may hold different views of the factors that con- 
tribute to job success. 


5. Merit pay plans may create feelings of pay inequity.*” 


While there are no easy solutions to these problems, organizations using a true 
merit pay plan often base the percentage pay raise on merit guidelines tied to per- 
formance appraisals. For example, a certain pay increase, such as“3 percent,” will be 
tied to a certain performance evaluation, such as “above average.” The percentages 
may change each year, depending on various internal or external concerns such as 
profit levels or national economic conditions as indicated by changes in the con- 
sumer price index. To prevent all employees from being rated outstanding or above 
average, managers may be required to distribute the performance rating according 
to some preestablished formula (such as only 10 percent can be rated outstanding). 
Additionally, when setting merit percentage guidelines, organizations should con- 
sider individual performance along with such factors as training, experience, and 
current earnings. 
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Incentive Awards and Recognition 


Incentive awards and employee recognition are an important part of an employer's 
pay-for-performance compensation strategy. In 2011, a study by the American Psy- 
chological Association found that 43 percent of employees feel they receive inade- 
quate nonmonetary awards and recognition for their contributions at work. In fact, 
almost a third (32 percent) of employees indicated that they intended to seek em- 
ployment elsewhere within the next year.*? 

Many companies recognized this trend and have put considerable effort into ramp- 
ing up their awards and recognition programs. Over 40 percent of companies showed 
an increase in their incentive awards and recognitions for 2011.** For example, 
Nordstrom offers a Pacesetters award and an All-Star award for service. Pacesetter 
is the title given to the top 10 percent of salespeople whose net sales meet or exceed 
an annual sales goal for their department. The individuals are recognized in company 
meetings and receive a cash prize, Nordstrom stock, and a higher merchandise dis- 
count for the year. One sales All-Star is recognized each month and one customer 
service All-Star is recognized each quarter. The award is presented at the company 
recognition meeting. The families of the employees are invited. Winners receive a 
higher merchandise discount of 33 percent (up from 20 percent), a cash award of 
$100, special business cards, and displayed photos of the employees. 

Awards are used to recognize productivity gains, special contributions or achieve- 
ments, and service to the organization. Popular noncash incentive awards include 
merchandise, personalized gifts, theater or sports tickets, vacations, dining out, gift 
certificates or gift cards, and personalized clothing. Tangible awards presented with 


Nonmonetary rewards 
let employees 

know they are 
valued, which is 

why more and more 
companies are using 
incentives like these 
to recognize high 
performance. 


gosphotodesign/Shutterstock.com 
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LEARNING OUTCOME 4 


Siemens is one of the 
largest electronics and 
engineering companies 
in the world. While 
they produce many 
consumer products 
such as cell phones and 
household electronics, 
many of their products 
are sold to other com- 
panies. As a result, Sie- 
mens is very dependent 
upon their salespeople. 
What are the different 
payment methods you 
would use to increase 
sales at Siemens? 
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the right message and style can make employees feel appreciated while at the same 
time underscoring a company value. 

Research clearly shows that noncash incentive awards are most effective as 
motivators when the award is combined with a meaningful employee recognition 
program. Tyler Gentry, employee recognition specialist, notes this about the impor- 
tance of noncash incentive awards, “Recognition and rewards aren't so much about 
recognizing someone for going ‘above and beyond’ and giving gifts as they are about 
letting employees know that they are valued and appreciated. Recognition is a conduit 
that shows employees that the company appreciates their efforts, their unique gifts, 
and their contributions”? Employers should take care to tie awards to performance 
and deliver awards in a timely, sincere, and specific way. Generally, the more public 
the recognition, the more powerful the effect. 6 

Importantly, noncash incentive awards should support business goals and objec- 
tives. Greg Boswell, managing director of client solutions at O. C. Tanner, notes, 
“Employers are now thinking of awards and employee recognition more strategically 
with programs closely aligned to their business goals.”>” For example, if quality im- 
provement is a business goal, then recognition needs to be tied to those behaviors 
that further the achievement of quality. Additionally, incentive awards work best 
when awards are appreciated and valued by employees. At one advertising agency, the 
employee-of-the-month is allowed to drive the president's car for one month—the 
car is a Maserati. Highlights in HRM 2 provides suggestions for noncash incentive 
awards based on the generational grouping of employees. 


Sales Incentives 


The enthusiasm and drive required in most types of sales work demand that sales 
employees be highly motivated. This fact, as well as the competitive nature of sell- 
ing, explains why financial incentives for salespeople are widely used. These incentive 
plans must provide a source of motivation that will elicit cooperation and trust. For 
example, Nordstrom salespeople are paid on commission. The average salesperson’s 
salary is $38,900 per year, and the average department manager salary is $49,500 per 
year, yet there are salespeople who make more than $100,000 per year. This means 
that, on average, Nordstrom salespeople make more than $18 an hour.?® Motivation 
is particularly important for employees away from the office who cannot be super- 
vised closely and who, as a result, must exercise a high degree of self-discipline. 


Unique Needs of Sales Incentive Plans 
Incentive systems for salespeople are complicated by the wide differences in the types 
of sales jobs. These range from department store clerks who ring up customer pur- 
chases to industrial salespeople at McGraw-Edison who provide consultation and 
other highly technical services. Salespeople's performance may be measured by the 
dollar volume of their sales and by their ability to establish new accounts. Other mea- 
sures are the ability to promote new products or services and to provide various forms 
of customer service and assistance that do not produce immediate sales revenues.*? 
Performance standards for sales employees are difficult to develop, however, because 
their performance is often affected by external factors beyond their control, Economic 
and seasonal fluctuations, sales competition, changes in demand, and the nature of the 
sales territory can all affect an individual's sales record.*” Sales volume alone therefore 
may not be an accurate indicator of the effort salespeople have expended. 
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In developing incentive plans for salespeople, managers are also confronted with 
the problem of how to reward extra sales effort and at the same time compensate for 
activities that do not contribute directly or immediately to sales. Furthermore, sales 
employees must be able to enjoy some degree of income stability.’ 


Types of Sales Incentive Plans 

Compensation plans for sales employees may consist of a straight salary plan, a 
straight commission plan, a combination salary and commission plan, or a sales plus 
bonus plan.* A straight salary plan permits salespeople to be paid for performing 
various duties not reflected immediately in their sales volume. It enables them to 
devote more time to providing services and building up the goodwill of customers 
without jeopardizing their income. The principal limitation of the straight salary plan 
is that it may not motivate salespeople to exert sufficient effort in maximizing their 
sales volume. 

On the other hand, the straight commission plan, based on a percentage of sales, 
provides maximum incentive and is easy to compute and understand. For example, 
total cash compensation might equal total sales volume times some percentage of to- 
tal sales, perhaps 2 percent. Straight commission plans encourage aggressive selling, 
which might be needed in highly competitive industries. Under a straight commission 
plan, salespeople may be allowed a salary draw. A draw is a cash advance that must be 
paid back as commissions are earned. 


HIGHLIGHTS IN HRM 


Customize Your Noncash 
Incentive Awards 


straight salary plan 


A compensation plan that 
permits salespeople to be 
paid for performing various 
duties that are not reflected 
immediately in their sales 
volume 


straight commis- 
sion plan 


A compensation plan based 
on a percentage of sales 


Compensation specialists recognize that a successful noncash incentive program will offer employees a wide selection 
of awards—awards that appeal to a diverse workforce and the uniqueness of individual employees. “One-size-fits-all” 
is not the approach to take. What appeals to younger employees may not be attractive to older employees. For ex- 


ample, one marketing firm characterizes recognition and rewards based on generations as follows: 


e Traditionalists (61+). These individuals are less likely to spend money on themselves. Attractive awards include en- 
tertainment venues, vacations, and technology items. They also appreciate health and wellness opportunities. 

e Boomers (41-60). Personal recognition is important. These individuals want to feel appreciated for their work con- 
tributions and are likely to change jobs if they feel under-valued or unrecognized. Boomers favor incentive rewards 
in the areas of travel, luxury gifts, health and wellness options, and personalized plaques and awards. 

e Generation X (25-41). This group values a balanced lifestyle of work and play. Generation X employees value gad- 
gets and high-tech items along with flexible schedules and discretionary time off. A flexible “day-off-work” would 


appeal to this group. 


e Generation Y (14-25). These employees desire immediate performance feedback. Employee-of-the-month programs 
appeal to these employees as do “spot” recognition plans. Gift cards, gift certificates to “trendy” stores, and movie 


tickets are appropriate as rewards for the immediate recognition of performance. 


Source: Adapted from Alison Avalos, “Recognition: A Critical Component of the Total Reward Mix,” Workspan (July 2007): 33. 
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combined salary 

and commission 

plan 

A compensation plan that 


includes a straight salary and 
a commission 


salary plus bonus 
plan 

A compensation plan that 

pays a salary plus a bonus 
achieved by reaching tar- 

geted sales goals 
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However, the straight commission plan is limited by the following disadvantages: 
1, Salespeople will stress high-priced products. 
2. Customer service after the sale is likely to be neglected. 


3. Earnings tend to fluctuate widely between good and poor periods of business, and 
turnover of trained sales employees tends to increase in poor periods. 


4. Salespeople are tempted to grant price concessions, 


The combined salary and commission plan is the most widely used sales incentive 
program. For example, the most common pay mix (see “pay mix” in Chapter 9) for 
salespersons responsible for new accounts is 50 percent base pay and 50 percent vari- 
able pay. For salespersons servicing existing accounts, the pay distribution will lean 
more toward base pay and less toward commission. The ratio of base salary to com- 
mission can be set to fit organizational objectives. 

For example, Siemens’ Building Technologies division expects its salespeople to 
nearly double their base salary through commission after they have been with the 
company for a number of years. In fact, high performing sales agents can sometimes 
triple their base pay, making them some of the highest paid people in the company. As 
one salesperson stated, “I was identified as a high potential a number of years back. 
They wanted me to move into a management role. However, if I did that I would 
knock my salary down by almost 30 percent. Sales is where the money is . . . if you're 
good.” The following advantages indicate why the combination salary-and-commission- 
plan is so widely used: 


1, The right kind of incentive compensation, if linked to salary in the right propor- 
tion, has most of the advantages of both the straight salary and the straight com- 
mission forms of compensation. 


2. A salary-plus-incentive compensation plan offers greater design flexibility and can 
therefore be more readily set up to help maximize company profits. 


3. The plan can develop the most favorable ratio of selling expense to sales. 


4. The field sales force can be motivated to achieve specific company marketing ob- 
jectives in addition to sales volume. 


Sales representatives at Glaxo Pharmaceuticals are paid on a salary plus bonus pro- 
gram. Under salary plus bonus plans, the payout can be paid on a monthly, quarterly, 
or yearly schedule contingent upon the salesperson achieving targeted sales goals such 
as number of sales calls made, account servicing, or quality of sales. 


Group Incentive Plans 


The emphasis on cost reduction and productivity has led many organizations 
to implement a variety of group incentive plans. Group plans enable employees to 
share in the benefits of improved efficiency realized by major organizational units 
or various individual work teams. These plans encourage a cooperative—rather than 
individualistic—spirit among all employees and reward them for their total contribu- 
tion to the organization. Such features are particularly desirable when working condi- 
tions make individual performance difficult, if not impossible, to measure. 
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Team Compensation 


‘Team incentive plans reward team members with an incentive reward whenagreed-on team incentive plan 
performance standards are met or exceeded. Team incentives seek to establish a psy- A compensation plan in 
chological climate that fosters team member cooperation and a collective desire to which all team les 
fulfill organizational goals and objectives. While team incentive plans promote a pay- Stee p 
for-performance philosophy, establishing an effective incentive team plan is not easy. service standards are met or 
One catch with setting team compensation is that not all teams are alike (see Chap- exceeded 
ter 4). For example, cross-functional teams, self-directed teams, and task-force teams 
make it impossible to develop one consistent type of team incentive plan. With a va- 
riety of teams, managers find it difficult to adopt uniform measurement standards 
or payout formulas for team pay.*? According to Steven Gross, Hay manager, “Each 
type of team requires a specific pay structure to function at its peak.” Highlights in 
HRM 3 lists important considerations when designing a team incentive plan. 
When team compensation is decided upon, organizations typically use the three- 
step approach to establishing team incentive payments. First, they set performance 
measures upon which incentive payments are based. Improvements in efficiency, 
product quality, or reduction in materials or labor costs are common benchmark cri- 
teria. For example, if labor costs for a team represent 30 percent of the organization's 
sales dollars and the organization pays a bonus for labor cost savings, then whenever 
team labor costs are less than 30 percent of sales dollars, those savings are paid as an 
incentive bonus to team members. Information on the size of the incentive bonus is 
reported to employees on a weekly or monthly basis, explaining why incentive pay 
was or was not earned. Second, the size of the incentive bonus must be determined. 
At Thrivent Financial for Lutherans, health insurance underwriters can receive team 
incentive bonuses of up to 10 percent of base salary. However, the exact level of incen- 
tive pay depends on overall team performance and the company’s performance over 
one year. Team incentives at Thrivent are paid annually. Third, a payout formula is 
established and fully explained to employees. The team bonus may be distributed to 
employees equally, in proportion to their base pay or on the basis of their relative con- 
tribution to the team. With discretionary formulas, managers, or in some cases team 
members themselves, agree on the payouts to individual team members. 
Team incentive programs are not without their problems. The following are some 
noted problems associated with team compensation. 


= Individual team members may perceive that “their” efforts contribute little to team 
success or to the attainment of the incentive reward. 


m Intergroup social problems. Team members may be afraid that one individual may 
make the others look bad, or that one individual may put in less effort than others 
but share equally in team rewards—the “free-rider’” effect. 


= Complex payout formulas or insufficient payout rewards. 


Gainsharing Incentive Plans gainsharing plans 


i ‘ ; ; ; : ar Programs under which both 
Gainsharing plans are organizational programs designed to increase productivity employees and the organiza- 


or decrease labor costs and share monetary gains with employees. These plans are tion share financial gains 
based on a mathematical formula that compares a baseline of performance with ac- according to a predeter- 

l d viy dai ; ‘od. Wh d nf dethe baseli mined formula that reflects 
tual productivity during a given period. en productivity exceeds the baseline, an improved productivity and 


agreed-upon amount of savings is shared with employees. Inherent in gainsharingis profitability 
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the idea that involved employees will improve productivity through more effective use 
of organizational resources. 

Although productivity can be measured in various ways, it is usually calculated as 
a ratio of outputs to inputs. Sales, pieces produced, pounds, total standard costs, di- 
rect labor dollars earned, and customer orders are common output measures. Inputs 
frequently measured include materials, labor, energy, inventory, purchased goods or 
services, and total costs. An increase in productivity is normally gained when: 


= Greater output is obtained with less or equal input. 
a Equal production output is obtained with less input. 


There are many variations of gainsharing plans, such as the Scanlon Plan and Im- 
proshare, The Scanlon Plan emphasizes participative management and encourages 


HIGHLIGHTS IN HRM 


Lessons Learned: Designing 
Effective Team Incentives 


Will your team incentive program be successful? While there are no exact keys to success, team compensation special- 
ists cite the following as important components of a meaningful team incentive plan. 


e Are organizational members—employees and managers—predisposed to a team incentive reward system? Is there 
a “cultural readiness” for team compensation? If change is indicated, what information needs to be given to all 
organizational employees? 

e Enlist total employee and managerial support for the incentive effort. While top management support is critical, 
without the encouragement of employees and middle- and lower-level managers (those directly involved in the 
program implementation), team incentive programs invariably fail. 

e When developing new programs, include representatives from all groups affected by the incentive effort—labor, 
management, employees. Inclusion, not exclusion, serves to build trust and understanding of the program's intent 
and its overall importance to organizational success. 

e Establish effective, fair, and precise measurement standards. Selected performance measures should be key indica- 
tors of organizational success. Do not attempt to measure everything. Employees should be able to directly influ- 
ence the performance measures selected. Furthermore, performance measures should be challenging but realistic 
and obtainable. Standards must encourage increased effort without becoming entitlements. 

e Incentive payout formulas must be seen as fair, be easy for employees to calculate, offer payouts on a frequent 
basis, and be large enough to encourage future employee effort. The goal is to create a pay-for-performance envi- 
ronment. When standards are not met, explain why the reward was not earned. 

e Determine how incentive rewards will be distributed. Will team members receive equal dollar awards, or will team 
members receive differential payments based on such factors as seniority, skill levels, rates of pay, member contri- 
butions, and so forth? 

e Communicate, communicate, communicate. Constantly champion the benefits of the incentive awards to employees 
and their contribution to organizational success. 
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cost reductions by sharing with employees any savings resulting from those reductions. 
Improshare is based on the number of finished goods that the employee work teams 
complete in an established period. 


The Scanlon Plan 

The Scanlon Plan is a specific type of gainsharing plan. The philosophy behind 

the Scanlon Plan is that employees should offer ideas and suggestions to improve With the new economic 

productivity and, in turn, be rewarded for their constructive efforts. According to realities and globaliza- 

Scanlon’s proponents, effective employee participation, which includes the use of tion, are gainsharing 

committees on which employees are represented, is the most significant feature plans such as Scanlon 

of the Scanlon Plan. Improvement or gains largely come from “working smarter, and Improshare an 

not harder.’ Figure 10.4 illustrates the Scanlon Plan suggestion process, including expensive thing of the 

the duties and responsibilities of two important groups—the shop and screening past? Do the benefits of 

committees. these team incentives 
Financial incentives under the Scanlon Plan are ordinarily offered to all employees outweigh the costs? 

(a significant feature of the plan) on the basis of an established formula. This formula 

is based on increases in employee productivity as determined by a norm that has been 

established for labor costs. The Scanlon Plan has become a fundamental way of man- Scanlon Plan 

aging, if not a way of life, in organizations such as American Value Company, TRW, ^ bonus incentive plan using 

Weyerhaeuser, and Watermark Credit Union.“ Specific information on the Scan-  SmP'0Vb0 and management 

y 3 pP committees to gain cost- 
lon Plan can be obtained at the Scanlon Leadership Network.” The network has reduction improvements 


FIGURE 
10 4 Types of Long-Term Incentive Plans 


Stock options Rights granted to executives to purchase shares of their organization’s stock at an 
established price for a fixed period of time. Stock price is usually set at market value at 
the time the option is granted. 


Stock appreciation Cash or stock award determined by increase in stock price during any time chosen by 
rights (SARs) the executive in the option period; does not require executive financing. 


Stock purchase Opportunities for executives to purchase shares of their organization’s stock valued 
at full market or a discount price, often with the organization providing financial 
assistance. 


Phantom stock Grant of units equal in value to the fair market value or book value of a share of stock; 
on a specified date the executive will be paid the appreciation in the value of the units 
up to that time. 


Restricted stock Grant of stock or stock units at a reduced price with the condition that the stock not 
be transferred or sold (by risk of forfeiture) before a specified employment date. 


Performance units Grants analogous to annual bonuses except that the measurement period exceeds 
one year. The value of the grant can be expressed as a flat dollar amount or converted 
to a number of “units” of equivalent aggregate value. 


Performance shares Grants of actual stock or phantom stock units. Value is contingent on both 
predetermined performance objectives over a specified period of time and the stock 
market. 


© Cengage Learning 2013 
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helped organizations in manufacturing, transportation, health care, communications, 
warehousing, and other industries establish Scanlon Plans. 


Improshare 
Improshare Improshare—improved productivity through sharing—is another gainsharing pro- 
Againsharing program under gram. Individual production bonuses are typically based on how much an employee 
which bonuses are based on produces above some standard amount, but Improshare bonuses are based on the 
the overall productivity of the y i 
work team overall productivity of the work team. Improshare output is measured by the number 
of finished products that a work team produces in a given period. Both production 
(direct) employees and nonproduction (indirect) employees are included in the deter- 
mination of the bonus.*© 
The bonus is based on productivity gains that result from reducing the time it takes 
to produce a finished product. The employees and the company each receive pay- 
ment for 50 percent of the improvement. Since a cooperative environment benefits 
all, Improshare promotes increased interaction and support between employees and 
management. Companies such as Hinderliter Energy Equipment pay the bonus as a 
separate check to emphasize that it is extra income. 


Lessons from the Scanlon Plan and Improshare 

Perhaps the most important lesson to be learned from the Scanlon Plan and Im- 
proshare—or any gainsharing program—is that management expecting to gain the 
cooperation of its employees in improving efficiency must permit them to become 
involved psychologically as well as financially in the organization. In fact, psycho- 
logical ownership (perceptions of having sufficient information and control to do 
one’s job) can play a stronger role in employee performance than financial owner- 
ship (opportunities to share in company gains).‘” If employees are to contribute 
maximum effort, they must have a feeling of involvement and identification with 
their organization, which does not come out of the traditional manager-subordinate 
relationship. 

Consequently, it is important for organizations to realize that while employee co- 
operation is essential to the successful administration of gainsharing plans, the plans 
themselves do not necessarily stimulate this cooperation. Furthermore, the attitude 
of management is of paramount importance to the success of gainsharing plans. For 

example, when managers show little confidence and trust in their employees, the 
Competitors like Face- plans tend to fail. However, when a trusting relationship is established, gainshar- 
book and Twitter have ing programs like Scanlon and Improshare lead to higher returns on a company’s 
been hiring your best investment. 

employees away from 


you. As a result, i : 
you have decided Enterprise Incentive Plans 


to share some of 


the profits with Enterprise incentive plans differ from individual and group incentive plans in that 
your employees. Dis- all organizational members participate in the plans compensation payout. Enterprise 
cuss the advantages incentive plans reward employees on the basis of the success of the organization over 
of profit sharing and an extended time period—normally one year, but the period can be longer. Enterprise 
identify specific char- incentive plans seek to create a “culture of ownership” by fostering a philosophy of 
acteristics that will cooperation and teamwork among all organizational members. Common enterprise 


ensure success for your incentive plans include profit sharing, stock options, and employee stock ownership 


plan. plans (ESOPs). 
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Profit Sharing Plans 


Profit sharing is any procedure by which an employer pays, or makes available to 
all regular employees, special current or deferred sums based on the organization's 
profits. As defined here, profit sharing represents cash payments made to eligible em- 
ployees at designated time periods, as distinct from profit sharing in the form of con- 
tributions to employee pension funds. 

Profit sharing plans are intended to give employees the opportunity to increase their 
earnings by contributing to the growth of their organization's profits. These contri- 
butions may be directed toward improving product quality, reducing operating costs, 
improving work methods, and building goodwill rather than just increasing 


profit sharing 


Any procedure by which an 
employer pays, or makes 
available to all regular 
employees, in addition to 
base pay, special current or 
deferred sums based on the 
profits of the enterprise 


rates of production. Profit sharing can help stimulate employees to think @@USiIaeRiltl uO =a 


and feel more like partners in the enterprise and thus to concern themselves 
with the welfare of the organization as a whole. Its purpose therefore is to 
motivate a total commitment from employees rather than simply to have 
them contribute in specific areas. 

A popular example of a highly successful profit sharing plan is the one 
in use at Lincoln Electric, This plan was started in 1934 by J. F. Lincoln, 
president of the company. Each year the company distributes a large per- 
centage of its profits to employees in accordance with their salary level and 
merit ratings. It is not uncommon for employees’ annual bonuses to ex- 
ceed 50 percent of annual wages. The success of Lincoln Electric's incentive system 
depends on a high level of contribution by each employee. Unquestionably there is 
a high degree of respect among employees and management for Lincoln's organiza- 
tional goals and for the profit sharing program. 


Variations in Profit Sharing 
Plans 

Profit sharing plans differ in the 
proportion of profits shared with 
employees and in the distribution and 
form of payment. The amount shared 
with employees may range from 5 to 
50 percent of the net profit. In most 
plans, however, about 20 to 25 percent 
of the net profit is shared. Profit distri- 
butions may be made to all employees 
on an equal basis, or they may be based 
on regular salaries or some formula 
that takes into account seniority and/ 
or merit. The payments may be dis- 
bursed in cash, deferred, or made on 
the basis of combining the two forms of 
payments, 


Weaknesses of Profit 
Sharing Plans 

In spite of their potential advantages, 
profit sharing plans are also prone to 


Bob Leavitt/Pix Inc./Time Life Pictures/Getty Images 


Lincoln Electric is 
known for its incentive 
program—a profit 
sharing plan that has 
made the company an 
employer of choice. 
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certain weaknesses. The profits shared with employees may be the result of inventory 
speculation, climatic factors, economic conditions, national emergencies, or other fac- 
tors over which employees have no control. As one HR manager noted, “Since there 
is little linkage between what employees do and their profit bonus, there is an absence 
of any employee involvement initiatives.” Conversely, losses may occur during years 
when employee contributions have been at a maximum. The fact that profit sharing 
payments are made only once a year or deferred until retirement may reduce their 
motivational value. If a plan fails to pay off for several years in a row, this can have an 
adverse effect on productivity and employee morale. 


Stock Options 
What do the following companies—Apple, Google, Coca-Cola, Starbucks, Nike, 


Quaker Oats, and Sara Lee—have in common? The answer: Each of these diverse 
organizations offers a stock option program to its employees. The use of stock op- 
tions is a very prevalent method of motivating and compensating hourly employees, 
as well as salaried and executive personnel. This appears true regardless of the indus- 
try surveyed or the organization's size. 

Stock option programs are sometimes implemented as part of an employee ben- 
efit plan or as part of a corporate culture linking employee effort to stock per- 
formance. However, organizations that offer stock option programs to employees 
do so with the belief that there is some incentive value to the systems. By allow- 
ing employees to purchase stock, the organization hopes they will increase their 
productivity, assume a partnership role in the organization, and thus cause the 
stock price to rise.*? Furthermore, stock option programs have become a popu- 
lar way to boost morale of disenfranchised employees caught in budget cuts and 
downsizing. 

Stock option plans grant to employees the right to purchase a specific number of 
shares of the company’s stock at a guaranteed price (the option price) during a des- 
ignated time period. Although there are many types of options, most options are 
granted at the stock's fair market value. Not uncommon are plans for purchasing 
stock through payroll deductions. Highlights in HRM 4 explain employee stock op- 
tion plans in greater detail. 

Unfortunately, in the wake of various corporate scandals, employee stock option 
plans have come under attack from stockholder groups, government officials, and the 
general public. Criticism largely focuses on the extravagance of executive stock option 
plans and dubious corporate accounting procedures.” Nevertheless, despite these 

faults, stock options continue to be a popular and efficient way to pay for the perfor- 
mance of employees and managers. When stock prices rise, employee stock plans can 


Consider your favorite be financially rewarding to employees. 


grocery store. Is it 
owned by its employ- 
ees? Why would your 


Employee Stock Ownership Plans (ESOPs) 


local grocery store According to the National Center for Employee Ownership, in 2010 approximately 
implement such a 10,500 organizations have employee stock ownership plans (ESOPs) for their em- 
plan? What potential ployees.*! Columbia Forest Products, Hy-Vee, Publix Super Markets, Herff Jones, 
problems might be The Tribune Co., U.S. Sugar, The Bureau of National Affairs, and Scheels All Sports 
involved? are organizations with established ESOPs. W. L. Gore and Associates also decided 
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4 HIGHLIGHTS IN HRM 


Employee Stock Option Plans 


As of 2007, the National Center for Employee Ownership estimates that up to 10 million employees participate in 
broad-based stock option plans. Broad-based plans grant stock options to 50 percent or more of full-time employees. 


Traditionally, stock option plans have been used as a way to reward company executives or “key” employees and to link 
their interests with those of the company and their shareholders. Today companies use employee stock option plans to 
reward, retain, and attract all levels of employees. Stock options are an effective way to share ownership with employ- 
ees and to gain commitment to organizational goals. 


What Is a Stock Option? 


A stock option gives an employee the right to buy a certain number of shares in the company at a fixed price for a 
certain number of years. The price at which the option is provided is called the “grant” price and is usually the market 
price at the time the options are granted. Employees who have been granted stock options hope that the share price 
will go up and that they will be able to “cash in” by exercising (purchasing) the stock at the lower grant price and then 
selling the stock at the current market price. 


How Stock Option Plans Work 


Here is an example of a typical employee stock option plan. An employee is granted the option to purchase 1,000 
shares of the company’s stock at the current market price of $5 per share (the “grant” price). The employee can exer- 
cise the option at $5 per share—typically the exercise price will be equal to the price when the options are granted. 
Plans allow employees to exercise their options after a certain number of years or when the company’s stock reaches 
a certain price. If the price of the stock increases to $20 per share, for example, the employee may exercise his or her 
options to buy 1,000 shares at $5 per share and then sell the stock at the current market price of $20 per share. 


Companies sometimes revalue the price at which the options can be exercised. This may happen, for example, when 
a company’s stock price has fallen below the original exercise price. Companies revalue the exercise price as a way to 
retain their employees. 


Source: Adapted from “Employee Stock Options Fact Sheet, National Center for Employee Ownership, http://www.nceo.org/. 


that employee stock ownership was an effective and innovative way to give employees 
a share of the company’s success. employee stock 
An employee stock ownership plan (ESOP) is an employer established trust ownership plans 

that qualifies as a tax-exempt employee trust under Section 401(a) of the Internal © (ESOPs) 

Revenue Code. Under an employee stock ownership plan, employees do not actu- Stock plans in which an or- 

ally buy shares in an ESOP. Instead, the company contributes its own shares to the —_-92n!2atlon contributes shares 
; : ae of its stock to an established 

plan, contributes cash to buy its own stock (often from an existing owner), or, most trust for the purpose of stock 


commonly, has the plan borrow money to buy stock, with the company repaying the purchases by its employees 
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loan. All of these uses have significant tax benefits for the company, the employees, 
and the sellers. The ESOP holds the stock for employees, and they are routinely 
informed of the value of their accounts. Stock allocations can be based on employee 
wages or seniority. When employees leave the organization or retire, they can sell 
their stock back to the organization, or they can sell it on the open market if it is 


traded publicly. 


Advantages of ESOPs 

Encouraged by favorable federal income tax provisions, employers use ESOPs to pro- 
vide retirement benefits for their employees. Favorable tax incentives permit a portion 
of earnings to be excluded from taxation if that portion is assigned to employees in 
the form of shares of stock. Employers can therefore provide retirement benefits for 
their employees at relatively low cost because stock contributions are in effect subsi- 
dized by the federal government. ESOPs can also increase employees’ pride of owner- 
ship in the organization, providing an incentive for them to increase productivity and 
help the organization prosper and grow. 


Problems with ESOPs 

Generally, ESOPs are more likely to serve their intended purposes in publicly held 
companies than in privately held ones. A major problem with the privately held com- 
pany is its potential inability to pay back the stock of employees when they retire. 
These employees do not have the alternative of disposing of their stock on the open 
market. Thus, when large organizations suffer financial difficulties and the value of 
the companies’ stocks falls, so does the value of the employees’ retirement plan. 


Other problems with ESOPs include the following: 


= The more retirement income comes from these plans, the more depen- 

dent a pensioner becomes on the price of company stock. Future retir- 
Using the INTERNET ees are vulnerable to stock market fluctuations as well as to management 
mistakes. 


= Unlike traditional pension plans, ESOP contributions are not guaranteed 
by the federally established Pension Benefit Guaranty Corporation (see 
Chapter 11), a major drawback to employees should their employer face 
serious financial setbacks or closure. 


Incentives for Professional Employees 


When it comes to individual, team, and enterprise incentives, professional 
employees—engineers, scientists, and attorneys, for example—are no different than 
anyone else. As professionals become increasingly productive, typical organizations 
move them into management positions. Yet in some organizations professional em- 
ployees cannot advance beyond a certain point in the salary structure unless they are 
willing to take an administrative assignment. When they are promoted, their profes- 
sional talents are no longer utilized fully. In the process, the organization may lose a 
good professional employee and gain a poor administrator. To avoid this situation, 
some organizations have extended the salary range for professional positions to equal 
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or nearly equal that for administrative positions. The extension of this range provides 
a double-track wage system, as illustrated in Chapter 7, whereby professionals who 
do not aspire to become administrators still have an opportunity to earn comparable 
salaries. 

For many professions, the primary incentive system is based on an “up or out” 
model. This means that junior professionals are hired by the organization and given a 
set amount of time, maybe three to six years, to make valuable enough contributions 
to the firm to become a partner (part owner of the company). Within this amount 
of time, if they have not made these contributions their employment is terminated. 
For many years, this has been a valuable incentive system for professional employees. 
However, the up or out model is seeing less results in terms of motivation as junior 
professionals are increasingly questioning whether the game is worth the prize. For 
example, one senior manager at Ernst & Young (a large accounting firm) said that 
“the closer I become to going up for partner, the more I realize I don’t want to become 
one. The quality of life they live is not worth the additional pay they bring in.’ Shortly 
after his statement, this senior manager left the organization for a high-tech firm, 
which he says is his “dream job.” 

Motivation of professional employees is also influenced by their increased mobility 
across companies. Because professional employees are tied more to a profession than 
an organization, their skills can be valuable across the profession.” For example, a 
physician's skills depend on standardized training that can be applied to any hospital 
in the United States. In fact, it is no longer considered unethical, or even unusual, 
for professionals to move across competing firms to advance their careers. As a re- 
sult, employee mobility has been steadily increasing since the 1980s.°? In addition to 
promising partnership after so many years, managers of professionals are considering 
other incentive systems to keep their employees happy. 

Professional employees can receive compensation beyond base pay. For example, 
scientists and engineers employed by high-tech firms are included in performance- 
based incentive programs such as profit sharing or stock ownership. These plans 
encourage greater levels of individual performance. Cash bonuses can be awarded to 
those who complete projects on or before deadline dates, Payments may also be given 
to individuals elected to professional societies, granted patents, or meeting profes- 
sional licensing standards, In addition, some simple rules for maintaining motivation 
among professionals are below. 


1, Provide clear goals 

2. Give prompt feedback 

3. Reward performance quickly 

4. Involve in decision making 

5. Seek their opinions often 

6. Provide autonomy in work 

7. Hold accountable for results 

8. Tolerate impatience 

9. Provide varied work opportunities 


10. Keep them aware of upcoming challenging goals** 
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Today’s HR managers 
need to be creative 
in finding ways to 
motivate and retain 
their professional 
employees. 


LUCARELLI TEMISTOCLE/Shutterstock.Com 


Incentives for Executives 


The Executive Pay Package 


Executive compensation plans consist of five basic components: (1) base salary, 
(2) short-term incentives or bonuses, (3) long-term incentives or stock plans, (4) ben- 
efits, and (5) perks.” Each of these elements may receive different emphasis in the 
executives compensation package depending on various organizational goals and ex- 
ecutive needs.*° 


Executive Base Salaries 

Executive base salaries represent between 30 and 40 percent of total annual compen- 
sation.” An analysis of executive salaries shows that the largest portion of executive 
pay is received in long-term incentive rewards and bonuses. Regardless, executives of 
Fortune 500 firms routinely earn an annual base salary in excess of $500,000, with 
executives in very large corporations earning considerably more. The levels of com- 
petitive salaries in the job market exert perhaps the greatest influence on executive 
base salaries. An organization's compensation committee—normally members of the 
board of directors—will order a salary survey to find out what executives earn in 
comparable enterprises.?® For example, by one estimate, 96 percent of companies in 
the Standard & Poor's 500 stock index use a technique called competitive benchmark- 
ing when setting executive pay or to remain competitive for executive talent. As noted 
in Business Week, company boards reason that a CEO who does not earn as much as 
his or her peers is likely to “take a hike.’ Comparisons may be based on organization 
size, sales volume, or industry groupings. Thus, by analyzing the data from published 
studies, along with self-generated salary surveys, the compensation committee can 
determine the equity of the compensation package outside the organization. 
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Executive Short-Term Incentives 

Annual bonuses represent the main element of executive short-term incentives. 
A bonus payment may take the form of cash or stock and may be paid immediately 
(which is frequently the case), deferred for a short time, or deferred until retirement. 
Most organizations pay their short-term incentive bonuses in cash (in the form of a 
supplemental check), in keeping with their pay-for-performance strategy. By provid- 
ing a reward soon after the performance and thus linking it to the effort on which it is 
based, they can use cash bonuses as a significant motivator. Deferred bonuses are used 
to provide a source of retirement benefits or to supplement a regular pension plan. 

Incentive bonuses for executives should be based on the contribution the individual 
makes to the organization. A variety of formulas have been developed for this pur- 
pose. Incentive bonuses may be based on a percentage of a company’s total profits 
or a percentage of profits in excess of a specific return on stockholders’ investments. 
In other instances, the payments may be tied to an annual profit plan whereby the 
amount is determined by the extent to which an agreed-upon profit level is exceeded. 
Payments may also be based on performance ratings or the achievement of specific 
objectives established with the agreement of executives and the board of directors, 

In a continuing effort to monitor the pulse of the marketplace, more organizations 
are tying operational yardsticks to the traditional financial gauges when computing 
executive pay. Called balanced scorecards, these yardsticks may measure things such as 
customer satisfaction, the ability to innovate, or product or service leadership.© Notes 
David Cates, a compensation principal with Towers Perrin, a balanced scorecard “al- 
lows companies to focus on building future economic value, rather than be driven 
solely by short-term financial results.” Mobil Oil uses a balanced scorecard that better 
indicates exactly where the company is successful and where improvement is needed. 
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Executive Long-Term Incentives 
Stock options are the primary long-term incentive offered to executives.*! The prin- 
cipal reason driving executive stock ownership is the desire of both the company and 
outside investors for senior managers to have a significant stake in the success of the 
business—to have their fortunes rise and fall with the value they create for sharehold- 
ers. Stock options can also be extremely lavish for executives, Consider these examples. 
For 2006, Edward E. Whitacre, Jr., CEO of AT&T, received long-term compensa- 
tion totaling $38.4 million; Patrick Hassey, CEO of Allegheny Technologies, received 
$35.3 million; and James J. Mulva, CEO of Conoco Phillips, received $30.4 million. 
Not surprisingly, the creativity in designing a stock option program seems almost lim- 
itless. Figure 10.5 highlights several common forms of long-term incentives. 
Short-term incentive bonuses are criticized for causing top executives to focus on 
quarterly profit goals to the detriment of long-term survival and growth objectives. 
Therefore, corporations such as Sears, Combustion Engineering, Borden, and Enhart 
have adopted compensation strategies that tie executive pay to long-term performance 
measures. Each of these organizations recognizes that compensation strategies must 
also take into account the performance of the organization as a whole. Important 
to stockholders are such performance results as growth in earnings per share, return 
on stockholders’ equity, and, ultimately, stock price appreciation. A variety of incen- 
tive plans, therefore, have been developed to tie rewards to these performance results, 
particularly over the long term. Additionally, stock options can serve to retain key ex- 
ecutive personnel when exercising the options is linked to a specified vesting period, 
perhaps two to four years (this type of incentive is called “golden handcuffs”). 
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FIGURE 
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Stock options are under attack.®? Some object to the sheer magnitude of these in- 
centive rewards. The link between pay and performance that options are championed 
to provide can also be undermined when compensation committees grant additional 
options to executives even when company stock prices fall or performance indexes 
decline. Peter Clapman, chief counsel for TIAA-CREF, the world’s largest pension 
system, notes, “It’s sort of heads you win, tails let’s flip again.” Even worse for share- 
holders is the dilution problem. Every option granted to executives makes the shares 
of other stockholders less valuable. 


Executive Benefits 
The benefits package offered executives may parallel one offered to other groups of 
employees. Various programs for health insurance, life insurance, retirement plans, 
and vacations are common. However, unlike other employee groups, the benefits of- 
fered executives are likely to be broader in coverage and free of charge. Additionally, 
executives may be given financial assistance in the form of trusts for estate planning, 
payment of mortgage interest, and legal help. 

Pees Executive Perks 

eee a Perks (or perquisites) are nonmonetary rewards given to executives. Perks are a 

referred to as perks — means of demonstrating the executive's importance to the organization. The status 
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that comes with perks—both inside and outside the organization—shows a peck- 
ing order and conveys authority. Corporate executives may simply consider perks a 
“badge of merit.’ Perks can also provide tax savings to executives because some are 
not taxed as income. 

The dark side of perks is that they are viewed as wasteful spending and overly lav- 
ish. A recent study, however, shows that perks can facilitate company productivity by 
saving executive time (for example, private planes and chauffeur service) or improve 
or maintain executive health (for example, spas, health clubs, and company cabins). 
Therefore, the cost of perks should be weighed against the added efficiency and man- 
agerial effectiveness they generate. Highlights in HRM 5 shows the more common 
perks offered to executives. 


Executive Compensation: Ethics and Accountability 


From 2007 to 2010, CEO salaries of the top 500 companies dropped. On average, 
pay cuts ranged from 11 to 30 percent. Yet compensation packages for CEOs are still 
off-the-chart amazing. Consider the total compensation drawn in 2009 by the fol- 


lowing executives, 
Gregory B. Maffei, Liberty Media Corp. $87,493,565 
Fred Hassan, Merck & Co. $49,653,063 
Carol Bartz, Yahoo Inc. $47,229,273 
Michael S. Jeffries, Abercrombie & Fitch $36,335,644 


Interestingly, respected management expert Peter F, Drucker argued in a 1984 essay 
that CEO pay had rocketed out of control and implored compensation committees 
to hold CEO compensation to no more than 20 times what rank-and-file employees 
made. He warned that the growing pay gap between CEOs and employees would 
threaten the very credibility of leadership, particularly when CEOs fire thousands of 
their workers and their companies underperform.©” 

Given the large amount of various compensation packages, the question asked by 
many is: “Are top executives worth the salaries and bonuses they receive?” The answer 
may depend on whom you ask. Corporate compensation committees justify big bo- 
nuses in the following ways: 


1, Large financial incentives are a way to reward superior performance. 
2. Business competition is pressure-filled and demanding. 

3. Good executive talent is in great demand. 

4, Effective executives create shareholder value. 


Others justify high compensation as a fact of business life, reflecting market compen- 
sation trends, 

Nevertheless, in an era of massive downsizing, low wage increases, and increased 
workloads for layoff survivors, strong criticism is voiced regarding the high monetary 
awards given to senior executives. Furthermore, with the large compensation pack- 
ages awarded to senior managers and top-level executives, cries for performance ac- 
countability and openness abound. While not all executive pay is exorbitant and not 
all executive performance is poor, nevertheless angry employees, union groups, gov- 
ernment officials, and stockholders argue for change. 
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HIGHLIGHTS IN HRM ha 


The “Sweetness” of Executive Perks 


Compensation consulting firms such as Coopers and Lybrand LLP, WorldatWork, and Hewitt Associates regularly survey 
companies nationwide to identify the perks they provide for executives and other top managers. The following are 


popular executive perks. 


Company car 

Company plane 

Executive eating facilities 
Financial consulting 
Company-paid parking 
Personal liability insurance 
Estate planning 
First-class air travel 
Home computers 
Chauffeur service 
Children’s education 


Spouse travel 

Physical exams 

Mobile phones 

Large insurance policies 
Income tax preparation 
Country club membership 
Luncheon club membership 
Personal home repairs 
Loans 

Legal counseling 
Vacation cabins 


Executive Compensation Reform 


Several important changes will impact future executive compensation. First, the In- 
ternal Revenue Service (IRS) always looks for tax code violations in connection with 
hefty executive pay packages. The IRS makes executive pay a part of every corporate 
audit.’ Second, in July 2007, the Securities and Exchange Commission issued pay 
disclosure rules that requires companies listed on the New York Stock Exchange and 
NASDAQ to disclose the true size of their top executive pay packages. Companies 
must reveal details on accumulated pension benefits, deferred compensation, and 
perks that exceed more than $10,000 in total value. Also, companies must provide 
a plain-English table that summarizes executives’ various forms of compensation.’° 
Third, the Financial Accounting Standards Board (FASB) requires that stock op- 
tions be recognized as an expense on income statements. Companies and compensa- 
tion committees must now weigh the benefits provided by stock option programs 
against the potential charge to earnings.”! Finally, on July 21, 2010, the Dodd-Frank 
Wall Street Reform and Consumer Protection Act (Pub. L. 111-203) was signed into 
effect. Among other things, the law gives shareholders of a company “say on pay.’ This 
means that voting shareholders of a company must ultimately approve of its executive 
salaries. 
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ere The success of an incentive pay 


plan depends on the organizational climate in which 
it must operate, employee confidence in it, and its 
suitability to employee and organizational needs. 
Importantly, employees must view their incentive 
pay as being equitable and related to their perfor- 
mance. Performance measures should be quantifi- 
able, be easily understood, and bear a demonstrated 
relationship to organizational performance. 


Piecework plans pay employees 
a given rate for each unit satisfactorily completed. 
Employers implement these plans when output is 
easily measured and when the production process 
is fairly standardized. Bonuses are incentive pay- 
ments above base wages paid on either an individual 
or team basis. A bonus is offered to encourage em- 
ployees to exert greater effort. Standard hour plans 
establish a standard time for job completion. An in- 
centive is paid for finishing the job in less than the 
preestablished time. These plans are popular for jobs 
with a fixed time for completion. 


PVN ME Merit raises will not serve to 


motivate employees when they are seen as entitle- 
ments, which occurs when these raises are given 
yearly without regard to changes in employee perfor- 
mance. Merit raises are not motivational when they 
are given because of seniority or favoritism or when 
merit budgets are inadequate to sufficiently reward 
employee performance. To be motivational, merit 
raises must be such that employees see a clear rela- 
tionship between pay and performance, and the sal- 
ary increase must be large enough to exceed inflation 
and higher income taxes. 


Salespeople may be compen- 
sated by a straight salary, a combination of salary 
and commission, salary plus bonus, or a com- 
mission only, Paying employees a straight salary 
allows them to focus on tasks other than sales, 
such as service and customer goodwill. A straight 
commission plan causes employees to emphasize 
sales goals. A combination of salary and commis- 
sion or bonus provides the advantages of both the 


straight salary and the straight commission form 
of payments. 


The Scanlon and Improshare 
gainsharing plans pay bonuses to employees un- 
related to profit levels. Each of these plans encour- 
ages employees to maximize their performance and 
cooperation through suggestions offered to improve 
organizational performance. The Scanlon Plan pays 
an employee a bonus based on saved labor cost mea- 
sured against the organization's sales value of produc- 
tion. The Improshare bonus is paid when employees 
increase production output above a given target level. 


Profit sharing plans pay em- 
ployees sums of money based on the organization's 
profits. Cash payments are made to eligible employ- 
ees at specified times, normally yearly. The primary 
purpose of profit sharing is to provide employees 
with additional income through their participation 
in organizational achievement. Employee commit- 
ment to improved productivity, quality, and customer 
service will contribute to organizational success and, 
in turn, to their compensation. Profit sharing plans 
may not achieve their stated gains when employee 
performance is unrelated to organizational success 
or failure. This may occur because of economic con- 
ditions, other competition, or environmental condi- 
tions. Profit sharing plans can have a negative effect 
on employee morale when plans fail to consistently 
reward employees, 


With an ESOP, each year the 
organization contributes stock or cash to buy stock 
that is then placed in an ESOP trust. The ESOP 
holds the stock for employees until they either retire 
or leave the company, at which time the stock is sold 
back to the company or through a brokerage firm. 
Employers receive tax benefits for qualified ESOPs; 
they also hope to receive their employees’ commit- 
ment to organizational improvement. Employees, 
however, may lose their retirement income should 
the company fail or stock prices fall. Another draw- 
back to ESOPs is that they are not guaranteed by 
any federal agency. 
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bonus Improshare standard hour plan 

combined salary and commission merit guidelines straight commission plan 
plan perquisites straight piecework 

differential piece rate profit sharing straight salary plan 

employee stock ownership plans salary plus bonus plan team incentive plan 
(ESOPs) Scanlon Plan variable pay 

gainsharing plans spot bonus 


Discussion Questions © 


Te Working individually or in 


groups, identify the factors for a successful incentive 


plan. 


MZUR Contrast the differences 


between straight piecework, differential piece rate, 
and standard hour plans. Explain where each plan 


might best be used, 


A frequently heard complaint 
about merit raises is that they do little to increase 
employee effort. What are the causes of this belief? 
Suggest ways in which the motivating value of merit 
raises may be increased. 


BMI CTS What are the reasons behind 


the different payment methods for sales employees? 


SINUSES) What are the reasons for the 


success of the Scanlon and Improshare plans? 


Se Because of competitive forces 


within your industry, you have decided to implement 
a profit sharing plan for your employees. Discuss the 
advantages of profit sharing and identify specific 
characteristics that will ensure success for your plan. 


SOUS What are some reasons for the 


implementation of ESOPs? Cite some of the poten- 
tial problems concerning their use. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 10  Pay-for-Performance: Incentive Rewards 


HRM EXPERIENCE 


Awarding Salary Increases 


Because pay-for-performance is an important factor governing salary increases, managers must be able to defend 
the compensation recommendations they make for their employees. Merit raises granted under a pay-for-performance 
policy must be based on objective appraisals if they are to achieve their intended purposes of rewarding outstanding 
employee performance. As managers know, however, they must deal with other factors that can affect salary recom- 
mendations. These may include the opinions of the employee’s peers or extenuating circumstances such as illness or 
family responsibilities. The purpose of this exercise is to provide you with the experience of granting salary increases 
to employees based on their work performance and other information. 


Assignment 

Following are the work records of five employees. As their supervisor, you have just completed their annual appraisal re- 
views, and it is now time to make recommendations for their future salary. Your department budget has $5,780 allocated 
for salary increases. Distribute the $5,780 among your employees based on the descriptions for each subordinate. 


a. Janet Jenkins currently earns $41,000. Her performance appraisal rating was very high. She is respected by her 
peers and is felt to be an asset to the work group. She is divorced and has three young children to support. 

b. Russell Watts earns a salary of $36,000. His annual performance appraisal was average. Several members of the 
work group have spoken to you about the difficulty involved in Russell’s job. They feel that it is a tough and de- 
manding job and that he is doing his best. 

c. Jack Perkins earns $31,250. His performance appraisal was below average, and he seems to have difficulty adjust- 
ing to his coworkers. Jack has had a difficult time this past year. His wife passed away early in the year, and his 
father has recently been diagnosed as terminally ill. 

d. Rick Jacobson earns $28,000. His performance appraisal was above average. He is respected by his peers and is 
generally considered to be a “good guy.” 

e. Paula Merrill earns $28,850. Her performance appraisal was very high. Her peers are upset because they feel that 
she is working only to provide a second income. Moreover, her peers see her as trying to “show them up.” 


Share your results with other class members. Be prepared to explain your allocation of money. 


On the Job: Video Cases & 


Bright Horizons: Incentive Plans & 
Executive Compensation 


Bright Horizons was founded in 1986 by husband 
and wife team interested in improving early child- 


Europe, and Canada, they have serviced more than 
700 client companies, including more than 90 of the 
Fortune 500, 


Known for excellence and innovation in child care 


hood education. Today, Bright Horizons Family 
Solutions is the world’s leading provider of employer- 
sponsored child care, early education, and work/life 
solutions, Conducting business in the United States, 


and education, Bright Horizons is also a great place 
to work. They have consistently been the only child 
care organization named to the“100 Best Companies 
to Work for in America’ list by Fortune magazine. 
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What to Watch for and Ask Yourself = How do they reward teachers based on perfor- 

= What motivates the president of Bright Horizons? mance? Why is actual cash (direct compensation) 
In what way is compensation important for not always the best way to reward and recognize 
executives of Bright Horizons? performance? 


= Does Bright Horizons offer perks to its executive? = What does Bright Horizons do to make sure 
Why? their rewards are perceived as fair? 


United States During the financial crisis, many executives’ pay was stifled, reduced, or even with- 
Auto Industry held. Among the hardest hit—the U.S. auto industry. Shareholder groups, union 


leaders, political officials, and the general public all demanded change in the way auto 


Back on industry executives were getting rich while their cars were getting poor. For example, 
Top of CEO Ford made some major cuts for its executives and its employees. 

aie This is why people were shocked to find out that for 2011 the CEO of Ford, Alan 
Pay Mulally, was to receive $56.5 million in stock awards. It is one of the richest pay pack- 


ages ever given to a top executive in the auto industry ... and it is even after all the 
clamor over sky-high executive paychecks, Is it too much? 

That depends on who you ask. For most, it seems unreasonable that a boss would 
make more than 1,000 times the pay of their average worker. However, if you ask 
Ford workers who have seen Mulally steer Ford back from the edge of bankruptcy, 
they probably would not complain too much. If you asked Ford's shareholders, it 
would be hard for them to overlook the fact that Ford shares have gone from $1.56 
when Mullaly first took over to $14 a share. If you ask Ford dealers, they may be too 
busy selling one of the strongest lineups of cars around to answer. 

Of course, no one really knows if Ford would have been sitting in such a good posi- 
tion regardless of Mulally. On one hand, there are plenty of factors, such as a national 
economic recovery, that led to Ford’s improvements that Mullaly clearly could not 
have had a finger on. On the other hand, there are plenty of companies that would 
be willing to pay $50 million if they knew their company would rebound as Ford has 


under Mulally. 
Questions 
1. Are CEOs and key corporate executives worth the large pay packages they receive? 
Explain. 


2. Do you agree with Peter Drucker that corporate executives should receive 
compensation packages no larger than a certain percentage of the pay of hourly 
workers? Explain. 

3. Will the Dodd-Frank Wall Street Reform and Consumer Protection Act giving 
shareholders the right to vote on executive pay influence the size of these packages 
in the future? Explain. 


Source: Adapted from Phil LeBeau, “Mulally and Bill Ford Collect $100 Million Pay Package,” CNBC, 
(March 8, 2011). 
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Done-Deal Paper, Inc. operates throughout central Pennsylvania with offices in Team-Based 
Scranton, Harrisburg, and Altoona. Providing paper and paper needs to most of Incentives: 
Central Pennsylvania, Done-Deal is one of the top two competitors in the area. = 
In January 2012, Michael Carell, office manager of one of the branch offices for Not Your Usual 
Done-Deal somehow convinced company president and CEO Jerry Zucker that they Office 
needed to change the way their sales representatives were incentivized. He argued, 
“putting our sales reps into teams will not only increase cooperation, but it will in- 
crease sales ... right now there are too many sales being lost that could have been 
won through a team effort.’ Most of the time, sales made to clients required multiple 
interactions by multiple reps anyway. Zucker agreed with Carell and pointed out that 
teamwork can also improve morale and synergy. Based on these assessments, Carell 
organized his twenty sales reps into four teams of five reps. Sales teams would pool 
their commissions regardless of who initiated and worked on the sale. After the first 
year of this team-based incentive program, sales commissions across the four groups 
varied dramatically. For instance, the highest paid employees in a team made, on aver- 
age, $50,000 more than the lowest paid team members. 
During August 2012, Michael sent to all twenty sales reps a survey requesting 
feedback on the satisfaction with teams and, specifically, the team-based incentive re- 
wards program. While survey results were generally positive, not everyone was happy 
in the office. Problems could be grouped into the following categories: 


1, Some sales representatives believed that various team members did not “buy into” 
the team concept and were simply “free riding” —benefiting from the efforts of 
higher performing reps. 

2. There was a general feeling that some teams were assigned difficult regions that 
prevented them from achieving higher sales. 

3. Teams did not always display the motivation and synergy expected, since “bicker- 
ing” was prevalent between stars and their lesser performing peers. Average per- 
formers complained that star reps made them look bad. 

4. At least a third of the sales staff felt the incentive rewards program was unfair and 
asked for a return to individual sales incentives.” 


Questions 


1. Do results from the survey illustrate typical complaints about teams and specifically 
about team incentive rewards? Explain. 

2. If appropriate, what changes would you recommend to improve the incentive 
reward program? Be specific. 

3. Would management have benefited from employee involvement in the initial 
design and implementation of the program? Explain. 
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hapter 10 discussed wages and compensation. For most people, the wage, or salary, 

they are offered is the top factor they look at when they accept a job. But what 

about the benefits a job offers? How important they are? According to most stud- 
ies, benefits are the second most important factor employees consider. But this was not 
always the case. For literally centuries, benefits were something only a firm’s top ranking 
executives were given.’ 

Things changed for rank-and-file workers in the United States in 1935 when the gov- 
ernment passed the Social Security Act. Via their employers, the act gave employees a 
safety net of benefits they had never before had. The proliferation of unions also resulted 
in an increase in benefits for workers, as did government price and wage controls during 
World War II. To attract employees during this time period, companies began offering 
employees nonmonetary benefits, such as pensions. In the 1950s, favorable tax treat- 
ment given employers who voluntarily offered workers benefits also fueled their growth.? 
Today most benefits (almost 80 percent) are provided voluntarily by employers. 

However, the costs of the benefits provided by employers has been climbing sharply. 
As a percentage of payroll, since 1955 they have doubled.? In 1955, they were a little un- 
der 15 percent. Today, according to the Bureau of Labor Statistics, they constitute more 
than 30 percent, on average, of an employer's payroll costs. For many employers, benefits 
constitute more than 40 percent of payroll costs. Perhaps because of the rise in benefits 
costs and the news coverage associated with it, “employees are increasingly aware of 
the benefits they receive and how those benefits compare to what other companies are 
offering,” the U.S. Chamber of Commerce reports.* For instance, many people have heard 
about the superior employee benefits Google offers. Clearly a well-thought-out benefits 
program can set a company apart from its competitors when it comes to attracting and 
retaining talent. 


Strategic Benefits Planning 


As we explained, benefits can represent more than 40 percent of the total pay- 
roll costs an employer pays, depending upon the types of benefits it offers. Some 
benefits are legally required, whereas others are voluntarily granted by employers. 
To put the cost of benefits in perspective, suppose you accept a job that pays a sal- 
ary of $45,000 a year. What this means is that in addition to your $45,000 salary, 
your company could pay $18,000 or more for your benefits and their administra- 
tion. Figure 11,1 shows the proportion of total pay U.S. organizations, on average, 
pay to their employees in the form of benefits, and a breakdown of how much goes 
to each. 

Suffice it to say, benefits are expensive, which is why companies pay close attention 
to them. Health care costs, which have been growing at double and triple the rate of 
inflation, are of particular concern, Managers are also concerned about new health 
care reform laws that will require employers of a certain size to provide health care 
coverage to their employees and their dependents or pay fines to the federal govern- 
ment. We will discuss more about health care reform later in the chapter along with 
health care cost-containment measures firms are implementing. 


If your employer 
offered you money 
instead of benefits, 
would you take it? Do 
you see any drawbacks 
to doing so? 
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FIGURE 


11.1 


Where a Dollar of Employee Compensation Goes 
in the United States 


Supplemental 


pay 2.3% Retirement and 


savings 4.5% 
Paid leave 
7% 


Health, life, 
and disability 
insurance 8.8% 


Legally required 
benefits 
7.8% 


Benefits 
30.3% 


Source: Employer Costs per Hour Worked (Washington DC: U.S. Bureau of Labor Statistics: 2011), 
http://www.bls.gov/news.release/ecec.t01.htm. 


Elements of a Successful Benefits Program 


Many forces must be weighed and kept in balance for a benefits program to succeed, 
For example, a firm's managers must consider how to fund its benefits program and 
sustain it, as well as the tax consequences related to it. The needs of a company’s 
employees also must be considered because they can differ significantly from firm 
to firm. If the firm's industry is unionized, this will also affect the types of benefits 
the firm is likely to have to offer. So will the benefits its competitors are offering and 
the organization's strategic objectives. Microsoft, for example, picks up the full tab 
for medical care for all of its U.S. employees and their dependents, which is unusual. 
But the firm does so because one of its strategic objectives is to attract the top talent 
in the country. The benefits plan also needs to be compatible with the organization's 
strategic compensation plan (see Chapter 9), including its total rewards strategy.” 


Competitive Benefits Information 
The Chamber of Commerce, the Bureau of Labor Statistics (BLS), and the Society 
of Human Resources Management are good sources of competitive benefits infor- 
mation. Annually the BLS publishes a “National Compensation Survey—Benefits,” 
a report that provides comprehensive data on the percentage of private and public 
workers with access to and participation in employer-provided benefit plans. The 
BLS's website also shows the average wages and benefits earned by people across in- 
dustries, occupations, and companies of various sizes. Information firms can use to 
estimate the costs of various benefits can also be found on the BLS’ site. 

HR consulting firms, including Towers Watson, Mercer, and the Economic Re- 
search Institute, are other sources of information. These organizations have gathered 


LEARNING OUTCOME 2 


If you were a small 
business owner, how 
would you decide what 
benefits to offer your 
employees? 
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vast amounts of detailed compensation data a firm can purchase. Or the firm can 
hire them to help design a competitive benefits program. Smaller firms might prefer 
to collect as much information as they can on their own from the career portions of 
their competitors’ websites, internal information they have collected from both cur- 
rent and former employees, and information from free sources such as the BLS. 


Allowing for Employee Involvement 
Before a new benefit is introduced, the need for it should first be determined through 
consultation with employees. This is important, because surveys show that employees 
who are satisfied with their benefits are more likely to be satisfied with their jobs. Many 
organizations establish committees composed of managers and employees to admin- 
ister, interpret, and oversee their benefits policies. Opinion surveys can also be used to 
obtain employee input. Having employees participate in designing benefits programs 
helps ensure that management is moving in the direction of satisfying employee wants. 
The University of Virginia used focus groups to determine employee preferences be- 
fore implementing a medical benefits plan. Employees indicated that they would rather 
make higher copayments when they pay for care in order to get lower premiums de- 
ducted from their paychecks on a regular basis. The focus groups also told management 
that employee meetings were the best way to communicate the program to workers.° 
To make surveying large workforces less cumbersome, HR professionals can uti- 
lize a number of websites that enable employees to fill out the information online. 
EmployeeSurveys.com is one such site. HR managers simply e-mail employees a link 
to the survey and ask them to complete it. Of course, workers who lack computer ac- 
cess will need to be surveyed via another method. 


Flexible Benefits for a Diverse Workforce 
To serve their intended purpose, employee benefits programs must reflect the 
changes that are continually occurring within our society. As you have learned, three 
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generations of employees now occupy the workplace, and each places a different pri- 
ority on their benefits. Consequently, firms have to think about designing a benefits 
strategy that appeals to each group. For example, Generation Y employees are prob- 
ably less likely to be concerned with having pensions than Baby Boomers. Likewise, 
Generation X employees who are raising their families are more likely to want fam- 
ily-friendly benefits and health care for their dependents than Baby Boomers and 
Generation Y employees. There are also more single-parent families and two-earner 
couples in the workplace than there have been in the decades past. As you can see, 
benefits programs need to take into account a highly diversified workforce to attract 
highly capable employees. 
To make it easier to accommodate the individual needs of different employees, a 
wide range of organizations have begun offering flexible benefits plans, also known flexible benefits 
as cafeteria plans. Rather than one-size-fits-all plans, these plans allow individual plans (cafeteria 
employees to choose the benefits that are best suited to their particular needs. They plans) 
also prevent certain benefits from being wasted on employees who have no need for Benefit plans that enable 
them. Furthermore, companies realize they can get a better return on investment by Ua Hae T 
tailoring benefits to an employee's stage of life or family status.’ best suited to their particular 
Typically, employees are offered a basic or core benefits package of life and health needs 
insurance, sick leave, and vacation. Requiring a core set of benefits ensures that em- 
ployees have a minimum level of coverage to protect against unforeseen financial 
hardships. Employees are then given a certain amount of funds to purchase whatever 
other benefits they need through the plan. Other benefit options might include pre- 
paid legal services, financial planning, dental insurance, and long-term care insurance. 
Some of the less-routine options include elder care, public transportation vouchers, 
and even pet insurance, Not everyone is going to need or want services such as these, 
so they are optional. Compensation specialists often see flexible benefits plans as 
ideal. Employees select the benefits of greatest value to them, while employers man- 
age benefits costs by limiting the dollars employees have to spend. 


Administering Benefits 

With the wide variety of benefits offered to employees today, administering an 
organization's benefits program can be both costly and time-consuming. Even for 
small employers with thirty to forty employees, keeping track of each employee's use 
of a benefit or request for a change of benefits can be cumbersome. Fortunately, on- 
line employee benefit systems have become mainstream for both large and small em- 
ployers. Employees are provided with passwords that allow them to get information 
about their benefits plans, enroll in their plans of choice, change their coverage, or 
simply inquire about the status of their various benefit accounts without ever con- 
tacting a HR representative. Online benefits systems are often referred to as employee 
self-service (ESS) systems and can result in a significant cost savings in benefits ad- 
ministration, As Mindy Kairey, e-business leader of the health care management 
practice for Hewitt Associates LLC, explains, “The Web puts benefits information 
right in the hands of the people who need it. Employees want to track their claims, 
review their current coverage levels, and compare their options. They want to take 
responsibility for their health plan.” 

As with the benefits themselves, it can be helpful to obtain feedback on different 
online systems a firm is investigating adopting by asking employees to “test drive” 
them. Are employees able to find what they want on a site? If they cannot, or it is dif- 
ficult to use, they will surely end up calling the human resources department for help, 
which could defeat the purpose of having the system. 
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Communicating Employee Benefits Information 


Although employees are becoming more aware that benefits are costly, many of them 
still do not realize exactly how much their employers are paying or why they are trying so 
hard to keep benefits costs down. A Towers Watson study concluded that that problem 
is largely caused by poor benefits communication and lack of employee trust.'° Interest- 
ingly, benefit specialists remark that the true measure of a successful benefits program is 
the degree of trust, understanding, and appreciation it earns from the employees." 

The communication of employee benefits information improved significantly with 
the passage of the Employee Retirement Income Security Act (ERISA) in 1974. The 
act requires that employees be informed about their pension and certain other benefits 
in a manner calculated to be understood by the average employee. Additionally, employ- 
ees can sue their employers for misleading them about health and welfare benefits under 
ERISA. Problems can arise when managers discuss benefits with groups of employees 
or in one-on-one talks and employees receive inaccurate information. A manager could 
mislead an employee by stating that the organizations insurance policy does not cover a 
particular condition when, in fact, it does or that a maternity leave provision is 120 days 
when the plan is actually 60 days. These potential problems underscore the importance 
of communicating benefit information accurately and unambiguously, '* 

Employers use an array of methods to communicate benefits to employees, such as 


the following: 


a In-house publications (employee handbooks, organizational newsletters, and post- 
ings on bulletin boards) 


« Brochures and enrollment information mailed to employees 
= Employee meetings and information sessions 


= Employee meetings with benefits providers such as the representatives of health 
care companies, the investment company that manages a firm’s pension, and 
so forth. 


a E-mails with benefit information and enrollments reminders 
= Blogs 

= Social media 

= Payroll inserts and pay stub messages 


= Benefits hotlines 


When communicating employee benefits, the best advice is to use multiple media 
techniques.” Different employee groups have different ways of learning and distinct 
preferences for how they receive information. Also, the level of complexity of the benefit 
information being communicated is likely to determine media selection." Because about 
a third of IKEAs employees are members of Generation Y, the company was worried if 
it only mailed out benefit information to these employees, many of them would not 
bother to open the packages. So in addition to mailing information the company used 
Twitter to send a web link to its benefits site and remind employees about the firm's 
benefit enrollment deadline. “We wanted to talk to our co-workers in a way they are 
talking,” says Beth Gleba, corporate information manager for IKEA North America.” 

Intel and Sun Microsystems use blogs to communicate information about their 
benefits plans and engage employees in a conversation about them. Employees can 
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post questions on the blogs and get answers, which can help other employees who 
might have the same questions. Sun used the virtual world of Second Life to hold a 
forum on benefits.!° 

Some general pointers for designing benefits information regardless of the medium 
include the following: 


a Avoid complex language when describing benefits. Clear, concise, and understand- 
able language is a must. 


a Explain the purpose behind a benefit and the value it offers employees. Be up front 
about the pros and cons of different benefit plans. 


= Use graphics whenever possible to make the information understandable at a 
glance. 


a Provide numerous examples to illustrate how a benefit choice might affect different 
types of employees, depending upon their personal circumstances. 


Even if employees can access their benefits information online, most firms periodi- 
cally mail out printed benefit statements that detail the status of an employee's ben- 
efits. Highlights in HRM 1 shows an example of such a statement generated using a 
software product called CompPackage. Notice how the employee's total compensa- 
tion is highlighted so that the full value of the benefits received is easier to see. 


Employee Benefits Required by Law 


Legally required employee benefits constitute nearly a quarter of the benefits pack- 
age that employers provide. These benefits include employer contributions to Social 
Security, unemployment insurance, and workers’ compensation insurance, We will 
discuss each of these benefits. 


Social Security Insurance 


The Social Security Act was designed to protect workers against the loss of earnings 
resulting from old age and unemployment. The act was later amended to include dis- 
ability, or, in the case of dependents, the death of the worker supporting them. Together 
the programs have become referred to as Old Age, Survivors, and Disability Insurance 
(OASDI). According to the Social Security Administration, in 2011 about 50 million 
people received retirement survivors and disability benefits from Social Security. 

To be eligible for OASDI, an individual must have been engaged in employment cov- 
ered by the act. Most employment in private enterprise, most types of self-employment, 
active military service after 1956, and employment in certain nonprofit organizations 
and governmental agencies are subject to coverage under the act.!” Railroad workers 
and civil service employees who are covered by their own systems and some occupa- 
tional groups, under certain conditions, are exempted from the act. 

The Social Security program is supported by means of a tax levied against an em- 
ployee'’s earnings that must be matched by the employer in each pay period. In 2011, 
the tax was 6.2 percent. This percentage can vary, though. For example, to stimulate the 
economy during the last recession, the rate employees paid during 2011 was temporarily 
reduced to 4.2 percent. (The amount self-employed individuals paid was reduced from 
12.4 to 10.4 percent.)!* The tax revenues are used to pay three major types of benefits: 
(1) retirement benefits, (2) disability benefits, and (3) survivors’ benefits. Because of 


LEARNING OUTCOME 3 


Some businesspeople 
and economists believe 
that U.S. companies 
are at a disadvantage 
because they pay for 
many worker benefits 
that in other coun- 
tries are provided by 
the government. Do 
you think the U.S. 

is at a disadvantage 
because of this? What 
advantages does the 
U.S. system offer 
companies? 
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HIGHLIGHTS IN HRM 


A Personalized Statement 
of Benefits Costs 


For Year Ending December 31, 2010 


A ABC Your Total Compensation Report 
Corporation ; i N ; 

Enclosed is a personalized Statement prepared specifically for you. This 
statement shows the contributions made by your company toward your 
total compensation package. As you review this statement, you will see 
that the value of your benefits, added to your annual pay, produce your total 
compensation. The statement is designed to show how much your 
service is valued by your company. 

Chris Smith Thank you for your service, 

123 Maple Street Jonathan Bigg, President 


Pittsburgh, PA 15212 
Department: Marketing 


(Mid-Year Event Applies: Last Pay Raise: June 1, 2010) 


| Base Pay 
| $40,000 


mpany 
Pay antribution Contribution 
Base Pay Total $ 40,000| |Insurance Benefits Total $ 6917 EE | $ 4,703 
Salary $ 40,000 Health Insurance $ 5,770 ZZ) $ 2,885 
Other Income Total $ pg Dental insurance $ 577 _ $ 288 
Holiday Bonus $ 200 Vision Insurance $ 344 ss -- 
AnnualBonus 3 sog Short Term Disability $ 133 EM $ -- 
Performance Bonus $ goo Long Term Disability $ 93 M $ = 
Aflac Short Term Disability $ -- $ 680 
otal Compensation Package Aflac Personal Accident $ -- $ 522 
ur Base Pay and Company-Paid Benefits) Aflac Cancer $ -- $ 328 
Retirement Benefits Total $ 3,425 I $ 4,175 
Social Security $ 2579 ZL $ 2,579 
Medicare $ 59 HZ] $ 596 
+ = 401K $ 250 E $ 1,000 
$40,000 $21,179 $61,179 Time Off Benefits Total $ 3,320 M $ = 
PTO $ 3,320 M $ -- 
Your Base Company-Paid Your Total 
Pay Benefits and Cash Compensation Mandated Benefits Total $ 1,747 M S$ = 
- Federal Unemployment $ 56 M $ a 

‘cao, Your Company-Paid Benefits and Cash represent State Unemployment $ 179 sss: -- 

Yes ay an additional 53% of Your Base Pay! 

d j yr Worker's Compensation $ 1512 EE $ -- 
Additional Company Perks Special Benefits Total $ 4170 M $ -- 
Free Coffee Service Free Parking $ 2,400 M $ = 
‘Annual Holiday Gala Fun Fridays Food Fests $ 250 i $ -- 
‘Annual Company Picnic Cell/PC/Technology $ 600 i $ -- 

Education/Training $ 920 M $ -- 
Benefits Total $ 19,579 M | $ 8,878 


l4 69% 5 Your Company-Paid Benefits represent 69% 
y of your Total Benefits! 


Disclaimer: Neither ComPackage Corp. nor your employer shall be liable for any errors or omissions in this report generated using the ComPackage software. The contents of this report are for illustrative purposes only 
and are not intended to be, nor shall they constitute, a definitive statement of your compensation package. Calculation totals may differ on account of rounding. Any questions regarding your compensation package should be 
directed to your employer. 


COMPackage Corp © 2010 This Total Compensation Report was created by © COMPackage Corp. http:/www.compackage.com 
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the continual changes that result from legislation and administrative rulings, Using the INTERNET 
as well as the complexities of making determinations of an individual's rights 
under Social Security, we will describe these benefits only in general terms. 


Retirement Benefits 

To qualify for retirement benefits, a person must have reached retirement 
age and be fully insured. A fully insured person has earned forty credits— 
a maximum of four credits a year for ten years, based on annual earnings, 
a figure adjusted annually. The amount of monthly Social Security retire- 
ment benefits is based on earnings, adjusted for inflation, over the years an 
individual is covered by Social Security. 1? Under Social Security guidelines, an in- 
dividual’s full retirement age depends on the year of his or her birth.” Workers born 
before 1938 can collect full benefits at age sixty-five. Because of longer life expectan- 
cies, for those born after that date, the age to collect full benefits has been gradually 
raised to age sixty-seven, 

Currently individuals can receive Social Security benefits as early as age sixty-two, 
but the amount they receive each month will be less than monthly benefits received 
at full retirement age. In addition, many people who are younger than full retirement 
age but are sixty-two or over work part-time as well as collect Social Security. How- 
ever, they can only earn so much money before the government begins reducing their 
monthly Social Security checks, (In 2011 the earnings limit was $14,160). However, 
once workers reach their full retirement ages there is no limit on the amount they 
can earn; their Social Security checks will not be reduced. Human resources manag- 
ers need to keep this in mind when they develop programs to retain and attract older 
workers. 


Disability Benefits under Social Security 

Social Security pays benefits to people who cannot work because they have a medical 
condition that is expected to last at least one year or result in death. Although some 
government programs provide money to people with partial disabilities or short- 
term disabilities, Social Security does not,” In addition to disability payments to the 
worker, certain members of an employee's family, such as spouses over sixty-two and 
dependent children, may qualify for benefits based on the person's work history. The 
Social Security Administration uses a five-step process to decide if a worker is dis- 


abled and eligible to collect benefits. Highlights in HRM 2 outlines this process. 


Survivor’s Benefits 

Survivors’ benefits represent a form of life insurance paid to members of a deceased 
person's family who meet the eligibility requirements.” Survivors’ benefits can be 
paid only if the deceased worker had credit for a certain amount of time spent in 
work covered by Social Security. The exact amount of work credit needed depends 
on the worker's age at death. As with other benefits discussed earlier, the amount of 
benefit survivors receive is based on the worker's lifetime earnings doing work cov- 


ered by Social Security. 


Medicare 

The Social Security Administration also administers the Medicare program, which 
is funded by a separate payroll tax. Retired people age sixty-five or older are eligible 
for Medicare, which includes both medical and hospital insurance and prescription 
drug coverage.” The program helps with the cost of health care, but it does not cover 
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HIGHLIGHTS IN HRM 


Who Is Eligible to Collect Disability 
Payments under the Social Security Act? 


If you experience a disability, the Social Security Administration in conjunction with a state agency will use the fol- 
lowing five-step process to determine if you are eligible to collect benefits. 


1. Are you working? If you are working and your earnings average more than a certain amount each month, you 
will generally not be considered disabled. The amount changes each year. If you are not working, or your monthly 
earnings average this amount or less, a state agency will then look at your medical condition. 

2. Is your medical condition “severe”? For the state agency to decide that you are disabled, your medical condi- 
tion must significantly limit your ability to do basic work activities—such as walking, sitting, and remembering— 
for at least one year. If your medical condition is not that severe, the state agency will not consider you disabled. 
If your condition is that severe, the state agency goes on to step three. 

3. Is your medical condition on the List of Impairments? The state agency has a list of impairments that de- 
scribes medical conditions that are considered so severe that they automatically mean that you are disabled as 
defined by law. If your condition (or combination of medical conditions) is not on this list, the state agency looks 
to see if your condition is as severe as a condition that is on the list. If the severity of your medical condition 
meets or equals that of a listed impairment, the state agency will decide that you are disabled. If it does not, the 
state agency goes on to step four. 

4. Can you do the work you did before? At this step, the state agency decides if your medical condition prevents 
you from being able to do the work you did before. If it does not, the state agency will decide that you are not 
disabled. If it does, the state agency goes on to step five. 

5. Can you do any other type of work? If you cannot do the work you did in the past, the state agency looks to see 
if you would be able to do other work. It evaluates your medical condition, your age, education, past work experi- 
ence, and any skills you may have that could be used to do other work. If you cannot do other work, the state 
agency will decide that you are disabled. If you can do other work, the state agency will decide that you are not 
disabled. 


Source: Disability Benefits, SSA Publication No. 05-10029 (Washington, DC: U.S. Social Security Administration, 2010), 
http://www.socialsecurity.gov. 


all medical expenses or the cost of most long-term care.’ A portion of the payroll 
taxes is paid by workers and matched by their employers. In 2011, workers and their 
employers each paid 1.45 percent on every dollar of salary or wages paid. Medicare 
is also financed in part by monthly medical premiums deducted from Social Security 
recipient's checks, 

One of the concerns employers have about Medicare relates to the eligibility age. 
As we explained, it is currently sixty-five, but legislators are considering increasing 
the age to sixty-seven as they have done with Social Security. If this happens, employ- 
ees ages sixty-five and older might continue to use their company-provided health 
care coverage rather than Medicare. This could more than double the cost employers 
pay for health care coverage for this group of employees and retirees whose union 
contracts require their former companies cover them until Medicare does, According 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 11 Employee Benefits 


to one survey, in 2010, the cost of employer-sponsored health care spent on Medicare- 
eligible retirees averaged just $4,654 per person compared to an average of $10,872 
for pre-Medicare eligible retirees.” 


Unemployment Insurance 


Unemployment insurance is part of a national program administered by the U.S. De- 
partment of Labor under the Social Security Act and coordinated with the states. It 
protects workers who lose their jobs through no fault of their own. Employers entirely 
foot the bill for this benefit via a payroll tax, which can vary widely by the state. The 
rates firms pay also depend upon their layoff records, or what is referred to as their 
experience ratings. Generally speaking, a firm with a record of laying off large numbers 
of employees will have to pay a higher rate than those that do not. For example, in 
2010, employers with the best experience ratings in South Dakota paid a 0 percent 
tax rate, Contrast this to Pennsylvania, where employers with the worst experience 
ratings paid a 13.6 percent unemployment tax rate. As you can see, unemployment 
taxes are something HR managers must consider when they make decisions about 
where to locate their operations and hire employees as well as lay them off. 

Employees who are laid off are generally eligible for up to twenty-six weeks of un- 
employment insurance benefits during their unemployment. During periods of high 
unemployment, the federal government has sometimes passed legislation extending 
the amount of weeks employees can collect benefits. Extended-unemployment benefit 
programs in states with high unemployment rates have also been established. How- 
ever, some states are backing away from twenty-six weeks. Despite its high unem- 
ployment rate, in 2011, Michigan became the first state to cut the number of weeks 
to twenty because its unemployment fund was so far in the red.’ HR managers need 
to stay abreast of federal and state changes such as these so they communicate the 
right information to workers, 

Workers eligible for unemployment benefits must submit an application for unem- 
ployment compensation with their state employment agencies, register for available 
work, and be willing to accept any suitable employment that may be offered to them. 
However, the term “suitable” gives individuals considerable discretion in accepting 
or rejecting job offers, The amount of compensation workers are eligible to receive, 
which also varies by the state, is determined by a worker's previous wage rate and 
length of employment. 


Workers’ Compensation Insurance 


Workers’ compensation insurance is a system whereby employers purchase private workers 

or state-funded insurance to cover employees injured at work. Workers’ compensa- compensation 

tion law is governed by statutes in every state. Therefore, specific laws vary with each Insurance 

jurisdiction. For example, each state has different regulations governing the amount su ear aA 

and duration of lost income benefits, including provisions for medical and rehabilita- feu come aid eat y 

tion services and how the state system is administered. Workers compensation laws of treatment due to work- 

also provide death benefits to surviving spouses and dependent. related injuries or illness 
Workers’ compensation insurance covers workers injured on the job, whether in- 

jured on the workplace premises, elsewhere, or in an auto accident while on busi- 

ness. It does not matter if the employee was at fault. In addition, workers that collect 

compensation cannot sue their employers for their injuries unless gross negligence by 

the employer led to the injury or the employer lacked the level of insurance required 
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by law. Workers’ compensation insurance also covers certain work-related illnesses. 
Before any workers’ compensation claim will be allowed, the work-relatedness of the 
disability must be established. Also, the evaluation of the claimant by a physician 
trained in occupational medicine is an essential part of the claim process. 

While employers in all states pay “workers’ comp” insurance, the amount they pay— 
through payroll taxes—varies. Like with unemployment insurance rates, the rate an 
employer pays depends upon its experience rating, which is based on various factors 
including the company’s frequency and severity of employee injuries (referred to as 
the company’s experience rating). Not surprisingly, organizations will strive to have 
good safety records (see Chapter 12 on creating a safe work environment) in order to 
pay a lower payroll tax rate. 


COBRA Insurance 
We first discussed COBRA in Chapter 3. Recall that the Consolidated Omnibus 


Budget Reconciliation Act mandates that employers make health care coverage—at 
the same rate the employer would pay—available to employees, their spouses, and 
their dependents on termination of employment, death, or divorce.” The coverage 
must be offered for eighteen to thirty-six months, depending on qualifying guide- 
lines. Thus, former employees and their families benefit by paying a lower premium 
for health coverage than is available to individual policyholders. While the former 
employee pays the premiums, employers have to establish procedures to collect pre- 
miums and to keep track of former employees and their dependents. 


Benefits Provided by the Patient Protection 
and Affordable Care Act (PPACA) 


In 2010, the Patient Protection and Affordable Care Act (PPACA) became law. This 
act, along with the Health Care and Education Reconciliation Act of 2010, comprise 
the health care reform platform signed by President Obama. The Department of La- 
bor and other agencies are responsible for rolling out the program gradually, so many 
of the provisions will not be implemented until they do. In addition, insurance poli- 
cies issued before the law are exempt from many of the provisions. 

The key provisions all employers need to be concerned about are the following: 


= Beginning in 2014, firms that employ fifty or more people who work thirty or more 
hours per week but do not offer them health insurance will have to pay a penalty to 
the government. Also beginning in 2014, firms with 200 full-time employees will be 
required to automatically enroll new full-time employees in their health care plans. 


= Employers must offer coverage for their employee's children until they turn 
twenty-six. 


= No copays or deductibles can be charged to employees and their dependents for 
certain “essential” health care services, which are generally preventive care related. 


a Lifetime dollar limits on key health care benefits are not allowed. 


a Employees cannot lose their insurance coverage solely because of an honest mistake 
they or their employers made on their insurance applications. 


Among the provisions employers seem most concerned about is having to provide 
health care coverage to the children of their employees up until they reach the age of 
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twenty-six. Having to cover employees who work thirty hours a week is also a con- 
cern, as is a provision that reduced the value of federal subsidies paid to employers 
that provide prescription drug coverage to Medicare-eligible retirees. 

There appears to be some good news for employers associated with health care 
reform, however. Small companies that pay relatively low salaries and provide their 
employees with health care are eligible for sizeable tax credits to offset their costs. 
Some businesspeople believe these credits could help level the playing field when it 
comes to small businesses competing with large ones on the basis of the benefits they 
offer. Other people believe that the coverage minimums provided by the law will help 
make employees aware of the standard benefits offered by firms. As a result, those 
firms that do offer superior benefits will be able to use them more effectively to gain 
a competitive advantage. 


Benefits Provided under the Family 
and Medical Leave Act 


The Family and Medical Leave Act (FMLA) was passed and became effective on 
August 5, 1993.78 The FMLA applies to employers having fifty or more employees 
during twenty or more calendar workweeks in the current or preceding year. A covered 
employer must grant an eligible employee up to a total of twelve workweeks of unpaid 
leave in a twelve-month period for one or more of the following reasons: 


a Birth of and care for a newborn child 
a Adoption or foster care placement of a child 


= Care for an immediate family member (spouse, child, or parent) with a serious 
medical condition 


= Serious health condition of the employee”? 


Under the FMLA, employees are eligible to take leave if they have worked for their 
employers for at least twelve months, have at least 1,250 hours of service, and work in 
organizations that have fifty or more employees within a seventy-five-mile radius. An 
employer can require that the need for medical leave be supported by a certification 
issued by a health care provider. Highlights in HRM 3 shows the federally required 
poster for the FMLA. In studying the poster, note the other important stipulations, 
such as enforcement and unlawful acts, which are of direct concern to managers. 

This law affects an organization's benefits program in several of its provisions: It 
mandates continuation of medical coverage, it prohibits loss of accrued benefits, it 
provides for restoration of benefits after leave, it permits substitution of paid leave 
and vacation during leave, it makes communication and notice compulsory, and it 
prohibits waiver of benefits. On return from FMLA leave, an employee must be re- 
stored to his or her original job or to an “equivalent” job. Equivalent jobs are those 
identical to the original job in terms of pay, benefits, and other employment terms 
and conditions. 

Employers need to check their state employee-leave laws as well. Some states pro- 
vide rights to employees that are greater than those provided by the FMLA. Wis- 
consin is an example. Two states—California and New Jersey—require employers to 
provide paid leave to parents following childbirth or adoption.’ 

In January 2008, Congress passed the National Defense Authorization Act which 
amended the FLMA to provide eligible employees working for covered employers 
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Parents of newborn 
children are 
guaranteed 12 weeks 
of unpaid leave 
under the provisions 
of the Family and 
Medical Leave Act. 
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new leave rights related to military service. Specifically, an eligible employee who is 
the spouse, son, daughter, parent, or next of kin of a covered service member who is 
recovering from a serious illness or injury sustained in the line of duty on active duty 
is entitled to up to twenty-six weeks of leave in a single twelve-month period to care 
for the service member. Importantly, managers or supervisors with legal or adminis- 
trative questions regarding the FMLA are advised to seek assistance from HR before 
proceeding with an employee's FLMA leave request.?! Also, employers cannot penal- 
ize employees for requesting or taking FLMA leave in an employment action includ- 
ing hiring, promotion, transfer, training, disciplinary action, or awards for attendance 
(not missing work). 


Major Discretionary Employee Benefits 


The discretionary, or voluntarily provided, benefits employers offer range widely from 
firm to firm. Figure 11.1 showed some of the more common types of benefits em- 
ployees receive. We will discuss these benefits and a number of others in this section. 
Later in the chapter, we will discuss discretionary benefits that are less common. 


Health Care Benefits 


Today, the majority of U.S. employees get health coverage through their employers. 
However, the exact amount of coverage they provide, if any at all, differs from firm to firm. 
The health care plans of medium- and large-sized firms often include medical, dental, sur- 
gical, hospital, and mental health care coverage, as well as coverage for prescription drugs 
and optical products and services. (See this chapter's Small Business feature for some of 
the health care products smaller businesses provide and how they finance them.) 

Health care benefits are extremely important to employees. In a nationwide survey 
conducted by the National Business Group on Health, an organization whose 
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Employee Benefits 


HIGHLIGHTS IN HRM 


Your Rights under the Family 
and Medical Leave Act 


Employers are required to provide employees with this general notice about FMLA, which must be posted at the work- 
site (or electronically) and published in an employee handbook or given to new employees upon hire. 


EMPLOYEE RIGHTS AND RESPONSIBILITIES 
UNDER THE FAMILY AND MEDICAL LEAVE ACT 


Basic Leave Entitlement 

FMLA requires covered employers to provide up to 12 weeks of unpaid, job- 

protected leave to eligible employees for the following reasons: 

e For incapacity due to pregnancy, prenatal medical care or child birth; 

e To care for the employee’s child after birth, or placement for adoption 
or foster care; 

e To care for the employee’s spouse, son or daughter, or parent, who has 
a serious health condition; or 

e For a serious health condition that makes the employee unable to 
perform the employee’s job. 


Military Family Leave Entitlements 

Eligible employees with a spouse, son, daughter, or parent on active duty or 
call to active duty status in the National Guard or Reserves in support of a 
contingency operation may use their 12-week leave entitlement to address 
certain qualifying exigencies. Qualifying exigencies may include attending 
certain military events, arranging for alternative childcare, addressing certain 
financial and legal arrangements, attending certain counseling sessions, and 
attending post-deployment reintegration briefings. 


FMLA also includes a special leave entitlement that permits eligible 
employees to take up to 26 weeks of leave to care for a covered 
servicemember during a single 12-month period. A covered servicemember 
is a current member of the Armed Forces, including a member of the 
National Guard or Reserves, who has a serious injury or illness incurred in 
the line of duty on active duty that may render the servicemember medically 
unfit to perform his or her duties for which the servicemember is undergoing 
medical treatment, recuperation, or therapy; or is in outpatient status; or is on 
the temporary disability retired list. 


Benefits and Protections 

During FMLA leave, the employer must maintain the employee’s health 
coverage under any “group health plan” on the same terms as if the employee 
had continued to work. Upon return from FMLA leave, most employees 
must be restored to their original or equivalent positions with equivalent pay, 
benefits, and other employment terms. 


Use of FMLA leave cannot result in the loss of any employment benefit that 
accrued prior to the start of an employee’s leave. 


Eligibility Requirements 

Employees are eligible if they have worked for a covered employer for at 
least one year, for 1,250 hours over the previous 12 months, and if at least 50 
employees are employed by the employer within 75 miles. 


Definition of Serious Health Condition 

A serious health condition is an illness, injury, impairment, or physical or 
mental condition that involves either an overnight stay in a medical care 
facility, or continuing treatment by a health care provider for a condition that 
either prevents the employee from performing the functions of the 
employee’s job, or prevents the qualified family member from participating 
in school or other daily activities. 


Subject to certain conditions, the continuing treatment requirement may be 
met by a period of incapacity of more than 3 consecutive calendar days 
combined with at least two visits to a health care provider or one visit and a 
regimen of continuing treatment, or incapacity due to pregnancy, or 
incapacity due to a chronic condition. Other conditions may meet the 
definition of continuing treatment. 


Use of Leave 

An employee does not need to use this leave entitlement in one block. Leave 
can be taken intermittently or on a reduced leave schedule when medically 
necessary. Employees must make reasonable efforts to schedule leave for 
planned medical treatment so as not to unduly disrupt the employer’s 
operations. Leave due to qualifying exigencies may also be taken on an 
intermittent basis. 


Substitution of Paid Leave for Unpaid Leave 

Employees may choose or employers may require use of accrued paid leave 
while taking FMLA leave. In order to use paid leave for FMLA leave, 
employees must comply with the employer’s normal paid leave policies. 


Employee Responsibilities 

Employees must provide 30 days advance notice of the need to take FMLA 
leave when the need is foreseeable. When 30 days notice is not possible, the 
employee must provide notice as soon as practicable and generally must 
comply with an employer’s normal call-in procedures. 


Employees must provide sufficient information for the employer to 
determine if the leave may qualify for FMLA protection and the anticipated 
timing and duration of the leave. Sufficient information may include that the 
employee is unable to perform job functions, the family member is unable to 
perform daily activities, the need for hospitalization or continuing treatment 
by a health care provider, or circumstances supporting the need for military 
family leave. Employees also must inform the employer if the requested 
leave is for a reason for which FMLA leave was previously taken or certified. 
Employees also may be required to provide a certification and periodic 
recertification supporting the need for leave. 


Employer Responsibilities 

Covered employers must inform employees requesting leave whether they 
are eligible under FMLA. If they are, the notice must specify any additional 
information required as well as the employees’ rights and responsibilities. If 
they are not eligible, the employer must provide a reason for the ineligibility. 


Covered employers must inform employees if leave will be designated as 
FMLA-protected and the amount of leave counted against the employee’s 
leave entitlement. If the employer determines that the leave is not FMLA- 
protected, the employer must notify the employee. 


Unlawful Acts by Employers 

FMLA makes it unlawful for any employer to: 

e Interfere with, restrain, or deny the exercise of any right provided under 
FMLA; 

e Discharge or discriminate against any person for opposing any practice 
made unlawful by FMLA or for involvement in any proceeding under 
or relating to FMLA. 


Enforcement 
An employee may file a complaint with the U.S. Department of Labor or 
may bring a private lawsuit against an employer. 


FMLA does not affect any Federal or State law prohibiting discrimination, or 
supersede any State or local law or collective bargaining agreement which 
provides greater family or medical leave rights. 


FMLA section 109 (29 U.S.C. § 2619) requires FMLA covered 
employers to post the text of this notice. Regulations 29 
C.F.R. § 825.300(a) may require additional disclosures. 


For additional information: 
1-866-4US-WAGE (1-866-487-9243) TTY: 1-877-889-5627 * 


WWW.WAGEHOUR.DOL.GOV 


U.S. Wage and Hour Division 


U.S. Department of Labor | Employment Standards Administration | Wage and Hour Division WHD Publication 1420 Revised January 2009 


Note: Other federally required posters are reproduced in Chapters 3, 9, and 12. 
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health 
maintenance 
organizations 


(HMOs) 


Organizations of physicians 
and health care professionals 
that provide a wide range of 
services to subscribers and 
dependents on a prepaid 
basis 


preferred provider 
organization (PPO) 
A network of physicians who 
establish an organization that 
guarantees lower health care 
costs to employers and their 
employees 
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members include Fortune 500 companies, employees consider their health plans to 
be their most important benefit. Helen Darling, the president of the group, notes that 
employees would rather give up wage increases and other benefits to preserve health 
care coverage.** Most employees realize that if they have to purchase health care ben- 
efits on their own, they won't be able to get comparable rates to what their employ- 
ers can procure for them because they have buying power. Employer-provided health 
care (and other) benefits also provide a convenient way for people to get their health 
care, “I would rather get coverage through my employer than having to shop around 
and compare all different kinds of policies,” explains one employee. Moreover, with- 
out employer-provided coverage, some employees would have a difficult time getting 
health care coverage at all. 

Unlike private plans, employer-provided plans frequently cover all employees and 
their dependents regardless of their current health conditions. In addition, the Health 
Insurance Portability and Accountability Act (HIPAA) of 1996 grants employees 
the right to switch their medical insurance between former and present employers. 
Once an employee earns twelve credits with his or her former employer (one credit 
per month of service), he or she can transfer into the new employer's health insurance 
plan without a gap in coverage. Coverage is guaranteed regardless of a preexisting 
health condition of the employee. 


Medical Benefits 

There are a number of different types of medical-care plans firms offer. Health 
maintenance organizations and preferred provider organizations have become pop- 
ular elements of health care plans because they provide some cost savings. Health 
maintenance organizations (HMOs) are organizations of physicians and other 
health care professionals that provide a wide range of services to subscribers and 
their dependents on a prepaid basis. Employees pay a small fixed fee called a co- 
pay, often $25 or $30, whenever they get medical treatment. Employers pay a fixed 
annual fee to the HMO to cover the majority of their employees’ medical costs. 
Because they must provide all covered services for a fixed dollar amount, HMOs 
generally emphasize preventive care and early intervention. Employees who sign 
up for the plan must choose a general-practice physician, called a primary-care 
physician, from the HMO'’s list of doctors. Their primary-care physicians pro- 
vide them with their basic medical care. However, to see a specialist, employees 
need a referral from their primary-care physicians. This helps keep costs down 
as well because the fees specialists charge are generally higher than those charged 
by primary-care physicians. The copays employees pay to see specialists are also 
slightly higher, which gives employees an incentive to see their primary-care phy- 
sicians first. 

A preferred provider organization (PPO) is a group of physicians who establish 
an organization or a network of doctors that guarantees lower costs to the employer 
through lower service charges or agreed on utilization controls (such as a reduced 
number of diagnostic tests per employee). Unlike HMOs, where employees may 
have limited choices when it comes to the doctors they see, PPOs allow employees 
to select their doctor of choice from a wider list of physicians (participating doctors). 
Normally, a number of physicians are available to choose from for different medical 
needs, and employees do not need a referral to see a specialist. Small copays are a 
common feature of PPOs as well. Employees also have the option of using a doctor 
outside of the PPO, but it costs more. 
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Employers sometimes couple PPOs and HMOS with different types of tax- 
advantaged accounts employees can use to pay their out-of-pocket health care expenses 
such as their copays, the cost of prescription drugs, and so forth. A health reimburse- 
ment account (HRA) allows employees to be reimbursed by their companies for their 
out-of-pocket expenses. Employees do not have to pay taxes on the amounts they 
are reimbursed, which is what they would have to do if the reimbursements were 
made through their paychecks. A flexible spending account (FSA) is another type of 
account employees use to pay for their health-related expenses. Employees fund these 
accounts by having money deducted from their paychecks. The money deducted is 
not subject to taxes, so workers have more to spend on their health care than they 
would without the accounts. Companies can make contributions to FSAs as well. A 
disadvantage of FSAs is that funds not used by the end of the plan year revert back 
to one's employer. 
A new trend are high-deductible health insurance plans (HDHPs). In conjunc- high-deduct- 
tion with HDHPs, employees are provided with a health care spending account (HSA) ible health 
they and their employees can contribute to on a pretax basis. In addition, employees insurance plan 
can deduct the amounts they contribute from their earnings when they pay their in- (HDHP) 
come taxes. An advantage of HSAs is that the funds remaining in the account at the ^A medical insurance plan 
i characterized by high de- 
end of the year belong to the employee, even if he or she leaves the company. Employ-  ductibles but lower premi- 
ees often like HDHPs for this reason and because the regular premiums deducted ums for workers and a health 
from their paychecks for insurance are generally lower than they are with other types eee a 
of health care plans such as HMOs and PPOs. employees can keep should 
The downside is that with an HDHP, when employees receive treatment, they they leave the organization 
have to pay either a percentage of their care or all of it until they meet a high thresh- 
old called a deductible. These expenses are generally higher than the copays and de- 
ductibles associated with other types of plans. Because of this, employees are more 
conscious of medical costs. They have an incentive to spend their health care funds 
wisely, and over time to increase the value of their health savings accounts. For this 
reason, HDHPs are sometimes referred to as consumer-driven plans. 
HDHPs do seem to help control costs. However, because they work differently and 
require higher-out-of-pocket costs for employees, HR managers need to carefully 
explain how they work and show employees how much long-term savings they can 
accumulate for their long-term medical care. Also, some studies have shown that em- 
ployees with HSAs accounts tend to put off preventive care so as to grow their health 
savings accounts. This can be a mistake if an employee later develops a serious and 
costly disease that could have been prevented with early screening and treatment. 


Dental, Optical, and Mental Health Benefits 
Dental plans are designed to help pay for dental care costs and to encourage employ- 
ees to receive regular dental attention. Like medical plans, dental care plans may be 
operated by insurance companies, dental service corporations, those administering 
Blue Cross/Blue Shield plans, HMOs, and groups of dental care providers. Typically, 
the insurance pays a portion of the charges, and the subscriber pays the remainder. 
Optical benefits work in a similar way. These benefits generally cover or offset the 
cost of seeing an optometrist once or twice a year as well as the cost of contacts lenses 
and glasses purchased periodically. 

Almost all workers with health coverage receive mental health benefits as part of 
their plans. However, prior to 2009, most plans had limits on inpatient hospital stays 
and outpatient visits, and the copays were often higher than they were for medical-care 
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copays. The Mental Health Parity and Addiction Equity Act of 2008 changed that. 
In terms of the costs and access to care, the law requires group health plans to treat 
mental health benefits the same way they do medical and surgical benefits. 


Cost Containment Strategies 

Companies are pursuing all kinds of strategies to contain the costs of health 
care. Many firms have either begun requiring employees to pay part of the cost of 
their benefits, or, if they were already doing so, increasing the amounts they pay in the 
form of premiums, copays, and deductibles. In 2003, only 52 percent of employees 
had to pay a health insurance deductible. Today, more than three-quarters of em- 
rather thancuse outside ployees have to, and the numbers are rising. During this same time period, employees 
insurance companies. already paying deductibles saw them climb by an average of 77 percent, according toa 
What do you think the report by the Commonwealth Fund, a private foundation that is working to improve 
the nation’s health care system. 

In addition, it is not uncommon for larger companies to cut the health care plans 
they once provided their retirees. For years, GM, Ford, and Chrysler provided cover- 
age for both their salaried and unionized retirees. All three organizations have since 
stopped covering retired salaried workers. These employees now have to use the 
Medicare system.** (The health care plans of unionized employees are protected by 
union contracts.) 

What is causing the growth in health care costs? The rise has been attributed to 
many factors. One is the overuse of costly health care services by consumers. This is 
part of the reason why firms have turned to health savings accounts and HDHPs. 
Because HMOs and PPOs offer discounted rates, they have become another vehicle 
for reducing costs. In addition, many companies—even Fortune 500 companies— 
are limiting the plans employees can choose from to all but the least expensive ones 
and conducting audits to be sure noneligible dependents of employees are not being 
covered. 

An aging U.S. population, high obesity rates, and the health problems associated 
with them are two other reasons cited for rising health care costs. To combat these 
problems, companies are offering employees lower health care premiums for adopt- 
ing healthy habits and activities. Wellness programs (discussed shortly) are a part of 
this effort. Conversely, firms are also penalizing employees for unhealthy habits by 
charging them higher health care premiums for habits such as smoking. The state 
government of North Carolina is one of a growing number of organizations charging 
higher premiums to employees who are morbidly obese and will not lose weight.” To 
help cope with the rising costs of drugs, companies are encouraging their employees 
to use generic drugs and buy 90-day supplies through designated mail-order pharma- 
cies that provide them at a discount. 

One of the more dramatic moves companies are making is waiving the deduct- 
ibles and copays employees must pay if they are willing to travel abroad for medi- 
cal procedures where they often cost only a only a fraction of what they do in the 
United States. IDMI Systems, a Georgia company, is one such organization. Its em- 
ployees and dependents covered by the company’s self-funded health plan can visit 
any of twenty-nine hospitals and four dental clinics around the world—most with 
U.S. board-certified physicians on staff.’ The practice of going abroad for medical 
procedures has become known as “medical tourism.” Figure 11.2 shows the countries 
Americans most utilize for treatment abroad and the approximate cost of procedures 
as a percentage of U.S. costs. 


To lower costs, some 
companies fund their 
own health care pro- 
grams (self-insure) 


drawbacks of self-insur- 
ing are for employers? 
What types of organiza- 
tions are likely to self- 
insure? 
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FIGURE 


1 1 2 The Cost of Medical Procedures Abroad as a Percentage of U.S. Costs 


Medical Tourism by Country 


Five of the countries visited most often for medical treatment 


| Approximate cost relative to the U.S — percent 


Singapore 
India 
Costa Rica 
Thailand 


Mexico 


| 
50% 


| 
0% 10% 


20% 30% 40% 60% 70% 80% 


90% 100% 


Sources: Adapted from Reuters, Deloitte, and the research findings of Joseph Woodman, the author of Patients without Borders. 


Value-Based Health Initiatives 

A small but growing number of employers are turning to what is being called value- 
based health initiatives. Value-based initiatives focus on more than cost-cutting. 
Companies pursuing this strategy look at the medical care their employees most 
use and need, and target benefits and health programs toward them. For example, 
Cerner Corporation, a software company in Kansas City, found that six medical 
conditions made up nearly 30 percent of the company’s total costs. Diabetes was 
one of them. After taking proactive steps to help employees with their diabetes, 
the average annual cost to treat employees with the disease declined by more than 
$2,500 per person. 

Pitney Bowes is another company pursuing value-based health care initiatives. The 
company took a look at the chronic ailments its employees were most likely to suf- 
fer from, such as asthma, high blood pressure, and diabetes, and made the drugs to 
treat these diseases as inexpensive as possible or even free to employees. The idea is 
to encourage employees to seek treatment for and manage these conditions to avoid 
expensive complications later. “We see fewer emergency room visits, and we also see 
people being able to come to work and be more productive,’ says Andrew Gold, says 
the company’s executive director of global benefits planning.“ That creates an overall 
benefit to the company and to employees.”*” 

Wellness Programs 

Wellness programs are employer-sponsored programs designed to encourage 
employees to maintain and improve their health and well-being by getting regu- 
lar checkups, eating properly, exercising, and managing their stress levels so as to 
prevent costly and protracted illnesses. Oftentimes the employee undergoes a ba- 
sic health assessment to determine if he or she has any health problems a well- 
ness program could improve. For example, an employee might take a quiz that asks 
how much he or she exercises, smokes, drinks alcohol, and so forth. Based on this 


wellness programs 


Employer-sponsored pro- 
grams designed to encour- 
age employees to maintain 
and improve their health and 
well-being by getting regular 
checkups, eating properly, 
exercising, and managing 
their stress levels so as to 
prevent costly and protracted 
illnesses 
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disease manage- 
ment programs 


Programs that provide 
patients and their caregiv- 
ers with information on 
monitoring and treating 
medical conditions, while 
coordinating communication 
between them, their health 
care providers, employers, 
and insurers 


employee 
assistance 
programs (EAPs) 
Services provided by em- 
ployers to help workers cope 
with a wide variety of prob- 
lems that interfere with the 
way they perform their jobs 


Walk while you 
work? To combat 
obesity and other 
health problems, 
GlaxoSmithKline, 
Humana, Mutual of 
Omaha, and Best Buy 
have begun utilizing 
treadmill desks like 
the one shown here. 
The treadmills move 
at a slow speed so 
employees do not get 
hot and sweaty and 
out of breath. 
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information a plan is developed to improve the health of the employee and lower 
his or her risk for disease. Some companies offer their employees incentives for 
taking a health-risk assessment. Franklin International, a Columbus, Ohio, manu- 
facturer, provides its employees who do so $50 gift cards. Onsite fitness facilities 
or vouchers to offsite fitness facilities are also a common part of the wellness pro- 
grams companies offer. 

However, many firms are finding that they need to go further than just provid- 
ing employees with health-assessment plans and telling them to hit the gym. Utiliz- 
ing health coaches or personal trainers can help encourage employees to continue to 
participate in these programs. Clif Bar & Company, a California maker of natural 
and organic foods and drinks, has a free personal trainer at its onsite gym employ- 
ees can utilize. The company also offers nutrition counseling and a $500 allowance 
toward the purchase of a commuter bicycle. This strategy fits well with the compa- 
ny’s overall mission to provide consumers with healthy products. At the New York 
advertising agency J. Walter Thompson, the employee health management program 
includes both cardiovascular fitness and nutritional health. Bob Jeffrey, president of 
the agency's North American division, says, “Employees can work out and relax in 
a ‘de-stress’ room, get free massages and yoga or nutrition lessons, join a company 
sports team, and consult with a personal trainer.’ >> Other wellness programs offer 
employees awards for achieving their health goals. The awards can consist of lower 
health care premiums, money, or prizes. 


Disease Management Programs 

Via medically trained personnel, disease management programs provide patients 
and their caregivers with information on monitoring and treating medical conditions, 
while coordinating communication between them, their health care providers, em- 
ployers, and insurers. Bank One Corporation of Chicago developed such a program 
when managers noticed high absenteeism among employees with diabetes, asthma, 
and depression. Disease management programs can also be used in conjunction with 
the rehabilitation of employees who are injured on the job to help them recover more 
quickly and return safely to work. 


Employee Assistance Programs 

To help workers cope with a wide vari- 
ety of problems that interfere with the way 
they perform their jobs, all kinds of orga- 
nizations, including the New York Mets, 
USAA, the Los Angeles Police Depart- 
ment, and Levi Strauss, have developed 
employee assistance programs (EAPs). 
An employee assistance program typically 
provides diagnosis, counseling, and referral 
for advice or treatment when necessary for 
problems related to alcohol or drug abuse, 
emotional difficulties, and financial or family 
difficulties.*? The main intent is to help em- 
ployees solve their personal problems or at 
least to prevent problems from turning into 
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crises that affect their ability to work productively. To handle crises, many EAPs of- 
fer twenty-four-hour hotlines employees can call. After Cerner Corporation offered 
its employees an EAP program, the company’s outpatient mental health care costs 
declined by nearly 41 percent. 


Counseling Services 

An important part of an EAP is the counseling services it provides to employees. 
While most organizations expect managers to counsel subordinates, some employees 
may have problems that require the services of professional counselors. Most organi- 
zations refer such individuals to outside counseling services such as family counseling 
services, marriage counselors, and mental health clinics. Some organizations have a 
clinical psychologist, counselor, or comparable specialist on staff to whom employees 
may be referred. Highlights in HRM 4 shows some additional ways firms are cutting 
their health-care related costs that we have not discussed here. 


Payment for Time Not Worked 


The “payment for time not worked” category of benefits includes paid vacations, bo- 
nuses given in lieu of paid vacations, payments for holidays not worked, paid sick 
leave, military and jury duty, and payments for absence due to a death in the family 


HIGHLIGHTS IN HRM 


Other Methods for Containing 
Health Care Costs 


LEARNING OUTCOME S 


In most countries 
around the world, 
employees get many 
more paid days off than 
they do in the United 
States. In your opinion, 
should employers have 
to offer U.S. work- 

ers more time off? Or 
would this be an ad- 
ditional burden that 
could hurt the competi- 
tiveness of these firms? 


e Pre-admission certification for surgical procedures 

e Limits, or maximums, on benefits 

e Financial incentives for outpatient surgery and testing 

e Mandatory second opinions for surgical procedures 

e Alternative approaches to health care treatment such as herbal therapy or homeopathy 


e Educational programs encouraging health care consumers to assume more responsibility and accountability for the 


cost and quality of their health care 


e Promoting websites or printed materials that list common conditions, treatment, drug prices, and effectiveness 
e Implementation of step therapy programs, whereby the least invasive and expensive types of treatment are pursued 


before more costly treatments 


e Multitier hospital coverage networks that allow employees to choose from a variety of hospitals with small, moder- 


ate, and steep copayments at the point of service 
e Incentives for outpatient versus hospital treatment 
e Use of variable copayments (for example, $30 for physician and $50 for specialists) 
e Consolidation of health care plans offered by employers 


e Requiring employees to pay an additional cost if a working spouse refuses coverage from his or her employer 
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Small Business Application ulil 


Creative Benefit Strategies Can Help Small Businesses Compete 


For small business owners, controlling the cost of benefits is crucial. However, attracting and retaining employees is, 
too. Although competing with large companies on the basis of benefits might seem impossible, small business owners 
still have some other “cards” they can play that bigger companies might not offer. For example, if they cannot offer 
extensive benefits, it is not uncommon for small businesses to offer stock or shares in the company to their employees. 
If the company is successful this can pay off hugely. Flexible work hours and arrangements are also a low-cost strategic 
benefit small businesses can offer their employees without first having to cut through a lot of corporate red tape. In 
one survey, 87 percent of employees reported that flexibility in their jobs would be extremely or very important in 
deciding whether to take a new job. 

As we mentioned earlier in the chapter, new health care reform provisions are helping to level the playing field, 
too. They allow small businesses with relatively low-average pay rates to receive tax credits for up to 50 percent of 
what they spend on health care for their employees. In addition, small businesses will be able to purchase health 
care insurance through state-based exchanges known as Small Business. Health Options Programs (SHOPs). These ex- 
changes pool the risks of small employers together, making their insurance rates more affordable. The government is 
also offering $200 million in grants to businesses with fewer than 100 employees that launch new wellness programs. 
And via its “Small Business Wellness” website, the Department of Health and Human Services offers free downloads of 
workplace wellness plans. Simply sponsoring intramural sports teams can be a good way for a small business owner to 
motivate his or her employees to exercise as well as build camaraderie among them. 

Firms that are finding their benefits hard to afford can start by talking to their employees about their benefits 
and looking at ones they are actually using and want, says Patrick Carragher, the director of benefits for CheckPoint HR, 
a New Jersey firm that provides human resources services to other companies. “Many companies purchase plans and 
stay with them for years, simply watering down the benefits to save money,” explains Carragher. “Instead, they should 
be looking at which benefits are used and which aren't,” “For example, if a hospital confinement benefit is only being 
used by 4 to 5 percent of the population, then eliminate it and offer it on a voluntary basis to employees for a very 
small premium.” Also, check out what benefits the competition is providing, suggests Carragher. 

Another way small businesses can augment their benefits programs is by partnering with companies that of- 
fer discount programs to employers’ workers. Price Optical offers a discount program for employers who are not able 
to provide vision benefits for their employees. Discounts for homeowners, automobile and group life insurance, dental 
and chiropractic care, health club memberships, and weight-control programs are other benefits small businesses can 
procure on behalf of their employees as well as tickets to entertainment events and product discounts. 

Finally, if a small business wants its employees to have benefits but does not want to either provide or administer 
them, it can contract with a Professional Employer Organization (PEO). Recall from Chapter 1 that a PEO is typically a 
larger company that for a fee takes over the management of a smaller company’s HR tasks and can provide employees 
with benefits that small companies cannot afford. 

Source: Gwen Moran, “The Business of Better Benefits,” Entrepreneur (May 2011), http://www.workforce.com; Vicki Powers, “Green Benefits 


Helpful in a Down Economy,” Workforce Management (May 2009), http://www.workforce.com; “Cost Shifting Initiatives,” Broad Reach Benefits 
[blog] (February 15, 2011), http://broadreachbenefits.com/blog. 
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or other personal reasons. Figure 11.1 showed that these benefits constitute another 
large expenditure—7 percent—of an employer's total payroll costs, on average. 

Paid time off is not mandatory in the United States, though. This contrasts sharply 
with the policies other countries around the world, including Austria, Peru, Spain, 
the United Arab Emirates, Finland, and Italy, where employees must be given thirty 
paid days off annually.“ China is the only other country that does not mandate em- 
ployees be given any paid time off." 


Vacations with Pay 

Despite the fact that vacation pay is not required in the United States, most employ- 
ers generally agree that vacations are essential to the well-being of an employee.” Re- 
search shows that workers who use their vacation time are more productive and less 
prone to job-related burnout.*? Exactly how much paid vacation time firms provide 
their employees varies by a firm's industry, locale, size, and other factors. Employees 
in the United States who work for large companies often get ten paid days of vacation 
a year. To qualify for longer vacations of three, four, or five weeks, one may expect to 
work for seven, fifteen, and twenty years, respectively. 

Most companies require their employees to take either take their vacation days by 
the end of the year or forfeit them (“use it or lose it”). An increasing number of em- 
ployees say they are too busy at work to take all the vacation days they are allotted. 
According to an Expedia.com survey, Americans hand back more than $21 billion in 
unused vacation dollars to their employers each year,“ Some companies, however, let 
their employees “roll over” at least some of their vacation days to the following year. 
Of those that do, the average they allow workers to roll over is twenty days, according 
to a survey by the Society for Human Resources Management,“ 


Paid Holidays 

The federal government recognizes ten legal public holidays, which are shown in 
Figure 11.3. However, private employers are not required to offer employees these 
days off or pay them for them. Many companies do, though. Organizations that have 
to remain open during holidays (emergency services providers such as hospitals, 
transportation companies, and so forth) often pay employees who work on holidays 
extra pay for doing so. Many organizations also give workers an additional two or 
three personal days off to use at their discretion. 

Of course, not all employees celebrate all the holidays their companies recognize, 
particularly Christian holidays. A variety of arrangements can be made for these em- 
ployees. For example, they might be allowed to work the holidays and then take off 
other days as a substitute. Or they might be allowed to use personal days, vacation 
days, or, as a last resort, take the holidays they do not want to work off without pay. 
Another trend is to give all employees a certain number of paid days they can use as 
holidays whenever they want. 


Sick Leave 

There are several ways in which employees may be compensated during periods when 
they are unable to work because of illness or injury. Most public employees, as well as 
many in private firms, receive a set number of sick leave days each year to cover such 
absences. Where permitted, sick leave that employees do not use can be accumulated 
to cover prolonged absences. Accumulated vacation leave may sometimes be used as a 
source of income when sick leave benefits have been exhausted. Group insurance that 
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sabbatical 


Paid (or unpaid) time away 
from a job for four or more 
weeks employees take off 
to renew themselves before 
returning to work 


Severance pay 


A one-time payment some- 
times given to an employee 
who is being involuntarily 
terminated 


FIGURE 
1 1 3 Federally Recognized Holidays in the United States 


New Year’s Day, January 1 

Martin Luther King, Jr. Day, the third Monday in January 
President’s Day, the third Monday in February 

Memorial Day, the last Monday in May 

Independence Day, July 4 

Labor Day, the first Monday in September 

Columbus Day, the second Monday in October 
Veterans Day, November 11 

Thanksgiving Day, the fourth Thursday in November 
Christmas Day, December 25 


provides income protection during a long-term disability is also made available by 
some employers. As discussed earlier in the chapter, worker's compensation partially 
reimburses the income employees lose during absences resulting from job-related 
injuries. 


Sabbaticals 
A sabbatical is paid (or unpaid) time away from a job for four or more weeks employ- 
ees take off to renew themselves before returning to work. Historically, sabbaticals have 
been associated with academia, but in the 1960s, companies including McDonald's 
began to adopt them. Fortune magazine has added sabbaticals to their criteria for 
naming the 100 Best Companies to Work For.*° The AARP actually requires its 
employees to take one-month paid sabbaticals. At the foodmaker General Mills, em- 
ployees can take either unpaid personal sabbaticals or paid “innovation” sabbaticals 
that restrict an employee's leave activities to those that can benefit the company. 
Sabbaticals can also be used to develop talent as those that cover for the individual 
on sabbatical assume new responsibilities and get opportunities to prove themselves. 
For small businesses that need to temporarily cut their payroll costs, unpaid sabbati- 
cals can be a short-term alternative to layoffs and a way to reward valuable employees 
who never previously imagined they would be able to take a significant amount of 
time off to pursue other activities. 


Severance Pay 

Severance pay is a one-time payment sometimes given to an employee who is be- 
ing involuntarily terminated. The severance pay may cover only a few days’ wages or 
wages for several months. The pay received usually depends on the employee's years 
of service. However, severance pay can also be based on the reason for termination, 
the salary or grade level of the employee, the title or level in the organization, or a 
combination of factors. Employers that are downsizing often use severance pay as 
a means of lessening the negative effects of unexpected termination of employees. 
Other triggers for severance pay include job elimination, voluntary separation pro- 
grams, or refusal of a reassignment or relocation. (Employees who quit do not or- 
dinarily receive severance pay.) An employee who accepts severance pay is generally 
required to sign a release agreement waiving his or her right to take any kind of legal 
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action against the company. To avoid legal action, companies sometimes offer sever- 
ance pay to employees fired for cause. 


Supplemental Unemployment Benefits 

While not required by law, in cyclical industries, unemployment compensation is 
augmented by supplemental unemployment benefits (SUBs) paid for by employers. 
The mining industry is an example. If the price of a metal being mined falls sharply 
(which is not an uncommon occurrence), the firms mining the metal often slow down 
production until the price rises again. SUBs help attract employees to industries such 
as this. The amount of the benefits are generally determined by an employee's length 
of service and wage rate. 


Life Insurance 


One of the oldest and most popular employee benefits is group term life insurance, 
which provides death benefits to beneficiaries and may also provide accidental death 
and dismemberment benefits. The premium costs are normally paid by the employer, 
with the face value of the life insurance equal to two times the employee's yearly 
wages. These programs frequently allow employees to purchase additional amounts 
of insurance for nominal charges. In addition, many companies allow employees to 
purchase life insurance for their spouses and dependents via their company plans. 
This is an attractive benefit because the rates employees pay for the insurance is often 
lower when purchased through their company plans. 


Long-Term Care Insurance 


Long-term care insurance is designed to pay for nursing home and other medical- 
related costs during old age. Because the workforce is aging and people are living 
longer, a small but growing number of employers are finding that long-term care 
insurance can be a strategic benefit to attract and retain employees, particularly work- 
ers caring for older parents and relatives. Many of these employees have experienced 
firsthand the challenges of caring for aging loved ones who were unable to prepare 
properly for their long-term needs, An advantage of employer-sponsored long-term 
care insurance is that enrolled employees receive coverage automatically and often do 
not need to pass a physical examination. And like life insurance coverage, employer- 
provided long-term care insurance is usually cheaper to obtain because firms have 
buying power individuals lack. 


Retirement Programs 


Airline pilots are legally required to retire at age sixty-five. However, for most other 
professions in the United States there is no law mandating a retirement age. There- 
fore, whether an employee elects to retire depends on various factors such as per- 
sonal/financial condition and health, other family obligations, the extent to which he 
or she receives satisfaction from work, and the ability to meet changing job demands. 


Preretirement and Phased Retirement Programs 

Although most people eagerly anticipate retirement, many of them find that it requires 
a major financial lifestyle adjustment. Employers sometimes offer preretirement plan- 
ning seminars and workshops to help make employees aware of the kinds of ad- 
justments they may need to make when they retire. The topics covered can include 


supplemental 
unemployment 


benefits (SUBs) 


A plan that enables an 
employee who is laid off to 
draw, in addition to state 
unemployment compensa- 
tion, weekly benefits from 
the employer that are paid 
from a fund created for this 
purpose 
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Did you know there 

is a mandatory retire- 
ment age for airline 
pilots? Research some 
of the other jobs in the 
United States for which 
there are mandatory 
retirement ages. 
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Using the INTERNET pension plans, health insurance coverage, Social Security and Medicare, per- 
sonal financial planning, wellness and lifestyles, and the process of adjusting 
to being around one's spouse 24-7! 

To help older workers get used to the idea of retirement, some organi- 
zations experiment with “retirement rehearsal.” Polaroid, for example, of- 
fers employees an opportunity to try out retirement through an unpaid 
three-month leave program. Polaroid also allows its employees to gradually 
cut their hours before retirement. A program such as this is referred to as 
phased retirement. Formal phased-retirement programs are common in 
other countries but rarer in the United States because employees often need 
to get their health care coverage through their employers until they turn 
sixty-five. At this point they can go on Medicare. However, as more baby 
boomers want to continue to work and employers seek to retain them, the number of 
phased retirement programs is expected to grow. The programs also help organiza- 


phased retirement 


A program that allows its 
employees to gradually cut ` É w È. ee : ‘ 
their hours before retiring tions cope with the “brain drain” that occurs when people with vital knowledge, tal- 


ent, and industrial memory retire suddenly.*” 


Pension Plans 
Since the passage of the Social Security Act of 1935, pension plans have been used to 


supplement the floor of protection provided by Social Security. Pensions reward em- 
ployees for their years of service with a company by providing them with income when 
they retire. However, like with other discretionary benefits, the decision whether to 
offer a pension plan is up to the employer. 


The text mentions sev- 
eral kinds of pension 
plans. As an employee, 
which type would you 
prefer? 


Types of Pension Plans 
There are two major ways to categorize pension plans: (1) according to contribu- 
tions made by the employer and (2) according to the amount of pension benefits to 


l 
H 


Many baby boomers 
in the U.S. are 
continuing to 

work long past the 
traditional retirement 
age of 65. 


Ss 
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be paid. In a contributory plan, contributions to a pension plan are made jointly by 
employees and employers. In a noncontributory plan, the contributions are made 
solely by the employer. When pension plans are classified by the amount of pension 
benefits to be paid, there are two basic types: defined benefit plan and defined con- 
tribution plan. Under a defined benefit plan,*® the amount an employee is to receive 
on retirement is specifically set forth. The amount employees collect is usually based 
on their years of service, average earnings during a specific period of time, and age at 
time of retirement. While a variety of formulas exist for determining pension ben- 
efits, the one used most often is based on the employee's average earnings (usually 
over a three- to five-year period immediately preceding retirement), multiplied by the 
number of years of service with the organization. A deduction is then made for each 
year the retiree is under age sixty-five. For example, an employee with a four-year pre- 
retirement annual salary of $55,000 and thirty years of service may receive a yearly 
retirement payment of $23,000. 

A defined-contribution plan establishes the basis on which an employer will 
contribute to the pension fund. The contributions may be made through profit 
sharing, thrift plans, matches of employee contributions, employer-sponsored 
individual retirement accounts (IRAs), and various other means. The amount 
of benefits employees receive on retirement is determined by the funds accumu- 
lated in their accounts and how well the investments purchased with the funds 
have grown over time. In other words, the amount employees get is not certain. 
As a result, these plans pose more financial risk for employees than defined ben- 
efit plans do. However, employers have come to prefer them because they do not 
have to shoulder all of the responsibility of funding them. In 1989, 39 percent of 
private sector employees were covered by defined benefit pension plans. Today, 
only 15 percent are.’ Even Fortune 100 firms are scrapping their defined bene- 
fit plans. According to a survey by the HR consulting firm Watson Wyatt, today 
most Fortune 100 companies now offer their new salaried employees only a defined 
contribution plan. 


401(k) Savings Plans 

401(k) plans started to become extremely popular as an employee-savings vehicle be- 
ginning in the 1980s. This is a type of defined contribution plan named after section 
401(k) of the Internal Revenue Code. The plan allows employees to save through 
payroll deductions that reduce their taxable income and have their contributions 
matched by the employer. Usually the employer matches the employee contributions 
at the rate of twenty-five to fifty cents for every worker dollar contributed. An organi- 
zations contribution can, however, run the gamut from doubling the worker's contri- 
bution to zero contribution. 

401(k) plans have been widely embraced by companies as a replacement for costly 
defined benefit pension funds, Today, about 60 percent of households nearing re- 
tirement have 401(k)-type of accounts.*! However, unlike defined benefit pension 
plans, which guarantee payments based on years of service, the 401(k) plan guaran- 
tees nothing. The return depends entirely on how much money goes into the plan, 
the rate of return on the investments purchased with the funds contributed, and, 
with stock-funded plans, the price of the company’s stock. As one benefit specialist 
noted, “Market risk is perhaps the most significant threat to an employee's retirement 
savings”? Indeed, in the last decade, economic downturns and stock market crashes 
have taken a heavy toll on 401(k) accounts. 


contributory plan 


A pension plan in which con- 
tributions are made jointly by 
employees and employers 


noncontributory 
plan 
A pension plan in which con- 


tributions are made solely by 
the employer 


defined benefit 
plan 

A pension plan in which the 
amount an employee is to 
receive on retirement is spe- 
cifically set forth 


defined 
contribution plan 
A pension plan that estab- 
lishes the basis on which an 


employer will contribute to 
the pension fund 
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Another problem is that employees do not have to participate in the plans, which 
can leave them short on retirement income aside from Social Security after they re- 
tire. Still another problem is that many employees lack investing experience and do 
not know the best way to invest the money in their 401(k)s. Consequently, a small 
but growing number of 401(k) plans let employees hand the management of their 
401(k) to a professional financial planner. The new service, called managed accounts, 
seeks to help employees achieve higher returns with less risk. 

In 2006, Congress passed the Pension Protection Act. Major provisions of the law 
include: 


= Allowing employers to automatically enroll employees in defined contribution 
plans 


m Permitting higher contribution limits for 401(k) plans, enabling workers to build 
larger retirement holdings 


= Giving workers greater control over how their accounts are invested. A current 
trend is for organizations to allow their employees considerable control over 
the investment of their 401(k) savings, including investing in the stock of other 
companies.”4 


Cash Balance Pension Plans 

Along with 401(k) saving plans, a significant development in pension planning has 
been cash balance saving plans.?? With cash balance plans, the employer makes a 
yearly contribution into an employee's retirement savings account.°° The contribu- 
tions are based on a percentage of the employee's pay—typically 4 percent. Addi- 
tionally, the employee's account earns annual interest, often tied to the thirty-year 
Treasury rate. For example, an employee earning $35,000 a year would receive a 
yearly contribution of $1,400 to his or her account. After a year, the account would 
receive an interest credit of around 5 percent. Employees can normally roll their ac- 
count balances into a personal Individual Retirement Account (IRA) should they 
change jobs. 

Whether an individual employee benefits from a cash balance retirement plan 
depends on the employee's age and years of service with the company. Employees in 
their twenties or thirties with low years of service can build a substantial amount 
of retirement savings starting at an early age. However, if an employer switches 
from a defined benefit pension plan, employees in their forties, fifties, or sixties 
with lengthy years of service can lose from 20 to 50 percent under a cash balance 
program. To lessen the financial impact on older employees, some companies that 
change to cash balance plans increase the annual pay credit for older employees as 
compared with younger workers, Other employers allow older employees to remain 
in a defined benefit pension plan until retirement or grant them a “boost” by con- 
tributing a sizeable amount of money to their cash balance accounts when they are 
initially opened. Employers ranging from Federated Department Stores and Veri- 
zon to Colgate-Palmolive and Harvard University now cover their employees with 
cash balance plans. 


vesting 

A guarantee of accrued pen- Federal Regulation of Pension Plans 

sion benefits to participants Private pension plans are subject to federal regulation, including vesting rules, un- 
at retirement age, regardless derthe Empl Red I S ity Act (ERISA)? Vesting i 

of their employment status at er the Employee Retirement Income Security Act ( [ ). Vesting is a process 
that time that guarantees pension-plan participants will receive their pensions when they reach 
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retirement age, regardless of their employment status at that time. In other words, 
the benefits cannot be revoked, even if the employee no longer works for the com- 
pany. Vesting prevents companies from laying off employees before they retire so they 
are unable to collect their pensions. Under ERISA, all pension plans must provide 
employees with vested rights to their accrued benefits after they meet a certain mini- 
mum years of service, say, five years. So, for example, an employee leaves the company 
prior to the minimum years of service, the person would lose any money the firm 
contributed to his or her pension. However, employers can pay out a departing em- 
ployee'’s vested benefits if the present value of the benefit is small. 

ERISA also requires minimum funding standards be followed to ensure pension 
benefits will be available to employees when they retire.” Currently the pensions 
of many older companies are underfunded, however. GM, Chrysler, U.S. Steel, and 
Delta Air Lines are among them. In addition, many state and local governments are 
facing billions in pension shortages due to the last recession. Equally worrisome are 
the number of pension plans in danger of failing altogether. 

ERISA also created the Pension Benefit Guaranty Corporation (PBGC), a federal 
government agency. The PBGC ensures that if a plan is terminated, guaranteed mini- 
mum benefits are paid to participants. When companies go through bankruptcy pro- 
ceedings, they often try to cancel their pension obligations, leaving employees to rely 
on the PBGC for retirement income. Unfortunately for retirees, the monthly pension 
payments from the PBGC are often significantly less than those promised under a 
company’s original retirement plan. Another growing concern is that the PBGC— 
which has a $23 billion deficit of its own that has been growing annually—will be 
unable to meet its financial obligations. The PBGC is supported by premiums paid 
by employers. To improve its funding situation, the agency has asked Congress to al- 
low it to increase the premiums it charges employers. 


Domestic Partner Benefits 


More employers are granting benefits to employees who establish domestic partner- 
ships, which can consist of both same-sex and unmarried opposite-sex couples. 
Viacom, Gannett Company (publisher of USA Today), Levi Strauss, Silicon Graph- 
ics, Warner Bros., and Stanford University are among the many organizations that 
offer benefits to domestic partners of employees. Most Fortune 500 companies now 
provide benefits to same-sex partners. 

The definition of a domestic partnership varies from company to company. How- 
ever, Apple Computer's definition, which is as follows, is typical: A domestic partner, 
the company says, is “a person over age 18 who shares living quarters with another 
adult in an exclusive, committed relationship in which the partners are responsible 
for each other's common welfare.’ Employers that offer domestic partnership cover- 
age typically require employees to sign an “Affidavit of Domestic Partnership” attest- 
ing that they meet certain conditions such as the following; 


=m A minimum age requirement 

= A requirement that the couple live together 

a A specification of financial interdependence 

a A requirement that the relationship be a permanent one 


a A requirement that each not be a blood relative”? 
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What types of benefits 
that employers do 

not traditionally of- 
fer would most attract 
you as an employee? 
Discuss your prefer- 
ences with classmates 
to see if their answers 
are similar or different 
than yours. Make a list 
of the benefits dis- 
cussed and have every- 
one vote for the three 
benefits they would 
most want on the list. 
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Organizations that offer benefits to domestic partners are simply extending cur- 
rent benefits, normally full medical and dental plans, to all employees. However, 
employer health benefits provided to unmarried partners, unlike health benefits for 
spouses, are taxable under federal law.®! Furthermore, in 1996, Congress passed the 
Defense of Marriage Act, which provides that a same-sex domestic partner may not 
be treated as an employee's spouse for purposes of federal law.°? Because domes- 
tic partners are at a disadvantage regarding taxes Google has decided to reimburse 
employees for the additional federal taxes they pay on their company-paid domes- 
tic partner benefits. A benefit such as this could be a good way for other companies 
to attract members of this demographic group while the courts decide on the con- 
stitutionality of the Defense of Marriage Act is repealed, should that come to pass. 
(Claiming that it violates equal protection under the Fifth Amendment, the Obama 
Administration has declined to defend the constitutionality of this law in court.) 

Another implication of the DOMA is that a married same-sex partner is not eligible 
for his or her partners’ Social Security survival benefits or employer-provided pension 
benefits if they are governed by ERISA, which most are. However, it may be possible to 
name a domestic partner as an heir by filling out extra forms. Employees are not protected 
by the FMLA when caring for domestic partners either, although a number of employers 
provide their workers with a similar amount of time off as the FMLA as a discretionary 
benefit. HR decisions about domestic partnership benefits also need to take into account 
local and state and how they are being implemented. For example, several California cities, 
including Berkeley, Los Angeles, Oakland, and San Francisco, have adopted an ordinance 
that requires all companies with city contracts to extend domestic partner benefits to their 
employees who reside in the city or who work on contracts for the city. 63 


Work-Life Balance and Other Benefits 


Eddie Bauer, an outdoor clothing and equipment supplier, offers its employees take- 
out dinners and one paid “Balance Day” off a year. eBay sets aside spaces at its San 
Jose, California, campuses as prayer and meditation rooms where employees can “de- 
compress’ during the workday. Raytheon, Procter & Gamble, Unilever, Nortel Net- 
works, Comcast, Yahoo, Google, and Apple offer classes on meditation to help their 
employees deal with stress and improve their ability to concentrate. Ben & Jerry's em- 
ployees have access to a nap room. Lincoln National, a financial services company, 
offers a“homework assistance help line” staffed with teachers for children of its em- 
ployees, and at Mitre, a nonprofit researcher, employees can take up to a week of paid 
time off to help with scouting trips or volunteer projects. These organizations, like 
many others, are seeking to create a work/life organizational climate that allows em- 
ployees to balance their work with their personal needs. 

A national survey conducted by Mellon Financial Human Resources and Investor 
Solutions found that 86 percent of surveyed employers used part-time employees, 
88 percent offered work-related tuition reimbursement, 81 percent offered employee 
assistance programs, 71 percent offered flextime programs, 50 percent offered telecom- 
muting and work-at-home arrangements, 44 percent offered compressed workweeks, 
54 percent provided family sick days, and 47 percent offered unpaid family leave that 
goes beyond the requirements of the Family and Medical Leave Act. According to 
the study, employer reasons for offering work/life programs include raising morale 
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(74 percent of respondents), enhancing recruitment efforts (73 percent), and remain- 
ing competitive/industry image (72 percent). 

Companies are also adapting work-life programs to accommodate the entrance 
of Generation Y employees into the workplace.© This new group of workers has its 
own vision for the workplace and their careers, one that work-life programs can help 
fulfill.6© Generation Y employees also have a reputation for being altruistic and want- 
ing to work for socially responsible employees. To appeal to this demographic group 
and other employees concerned about the environment some companies have begun 
offering their employees “green” benefits. Clif Bar & Company, mentioned earlier in 
the chapter, gives employees $6,500 toward the purchase of a hybrid car. According 
to a study conducted by New York-based Buck Consultants, 47 percent of executives 
believe green programs help attract and retain top talent.” 


Child and Elder Care 
Consider these figures: 


a Working parents take between five and twenty-nine days off work each year for 


sick children. 


a Each day, more than 350,000 children younger than age 14 are too sick to attend 
school or day care. 


= 21 percent of unscheduled absenteeism is family-related, costing employers billions 
in lost productivity and benefits costs. 


These figures, combined with the increased employment of women with dependent 
children, illustrate the unprecedented demand for child care arrangements.°* Some 
employers such as Fel-Pro, Merck, Syntex, Baptist Hospital of Miami, and Ben & 
Jerry's promote onsite or near-site child care centers. Employer-sponsored dependent 
care spending accounts allow employees to set aside a portion of their pay before taxes 
to care for a dependent child. New moms and dads at Google are able to expense up 
to $500 for take-out meals during the first three months that they are home with 
their new baby. 

A growing benefit offered employees with children experiencing short illnesses is 
mildly ill child care. Medical supervision is the primary difference between mildly 
ill facilities and traditional day care arrangements. Mildly ill care facilities serve chil- 
dren recovering from colds, flu, ear infections, strep throat, chicken pox, or other mild 
illnesses that temporarily prevent them from attending regular school or day care. 
These facilities are either independently run, hospital-based, or affiliated with child 
care centers. Additionally, some employers offer emergency in-home child care ben- 
efits for sick children. 

According to a study of AARP and the National Alliance for Caregiving, today 
more than 44 million Americans are caring for an elderly parent. As noted in the 
study, “elder care is rapidly becoming the biggest family issue facing workers and their 
families.’”° The average caregiver costs an employer $2,110 per year. Forty percent of 
employed caregivers take seventeen days of unpaid leave per year to care for an aging 


family member,” The term elder care, as used in the context of employment, oc- elder care 
curs when an employee provides care to an elderly relative while remaining actively at Care provided to an elderly 
work, The majority of caregivers are women. relative by an employee who 


i . eos . remains actively at work 
Beyond the loss of organizational productivity and higher employee costs, a grow- y 


ing concern of employers is the negative effects of caregiving on employee health. 
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Not surprisingly, caregivers in the workforce suffer higher levels of stress since they 
find it difficult to respond to the demands of balancing work and family.” To help 
employees meet the challenges of caregiving, organizations may offer elder care coun- 
seling, educational fairs and seminars, printed resource materials, support groups, 
and special flexible schedules and leaves of absence.’* Schering-Plough, a pharma- 
ceuticals manufacturer, uses an 800 telephone line for elder care referrals, while 
IBM has a national telephone network of more than 200 community-based referral 
agencies. Employers may also band together for better elder care. The Partnership 
for Elder Care—a consortium of American Express, J. P. Morgan Chase, and Philip 
Morris and other companies—use the resources of the New York City Department 
of Aging, a public information and aging support agency. In addition, an increasing 
number of employers supply or subsidize temporary care for employee's elders and 
children when their regular arrangements fall through so these employees can come 


backup care to work, A benefit such as this is referred to as a backup care program. Home De- 
program pot recently began offering a backup care program to its employees. The program 
A benefit program whereby provides a discount to employees who need spur-of-the-moment care so they can 


an employer provides or sub- 
sidizes temporary care for its 
employee’s elders or children 


when their regular arrange- Other Benefits and Services 
ments fall through 


come to work. 


The variety of benefits and services that employers offer today is widespread. How- 
ever, whether a company offers a particular service may depend on its size, ability to 
pay, industry pattern, or specific employee or organizational needs. Some benefits are 
fairly standard such as housing and moving expenses,”* various food services (such 
as cafeteria or vending machines), and discounts on some merchandise. Other ben- 
efits are newer and reflect societal changes such as adoption expenses,” legal services, 
financial planning including tax and retirement planning, and identity theft protec- 
tion.” Many organizations offer some type of sports program in which personnel 
may participate on a voluntary basis. Bowling, softball, golf, baseball, and tennis are 
often included in an intramural program. Two important benefits frequently offered 
employees are credit unions and educational assistance. 


Credit Unions 

Credit unions exist in many organizations to serve the financial needs of employees 
and attract potential employees. They offer a variety of deposits as well as other bank- 
ing services and make loans to their members. Although the employer may provide of- 
fice space and a payroll deduction service, credit unions are operated by the employees 
under federal and state legislation and supervision. Because credit unions are owned 
by their members, they often charge lower banking fees and offer loans at lower rates. 
Generally credit unions are located near an employer's facility, making it fast and con- 
venient for employees to do their banking there. The service employees receive is also 
often more personal than the service they would get from bigger banks, 


Educational Assistance 

Proactive employers view educational assistance programs, also called tuition aid, as 
a strategic business tool that supports talent management as a critical human capital 
investment,” Educational reimbursement programs are also seen as encouraging em- 
ployment retention and a hedge against the talent drain from increased retirements.” 
To be eligible for tuition aid, an employee may have to meet a length of service re- 
quirement and show that classes taken relate to job performance or organizational 
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FIGURE 
1 1 4 Other Benefits Organizations Offer Employees 


Business travel insurance 

Time off for children’s school activities 
Work-at-home arrangements/telecommuting 
Onsite cafeterias and take-home food 
Onsite laundry, dry cleaning, and hair-dressing services 
Employee referral bonuses 

Donation-gift matching 

Adoption assistance 

Onsite nurses and doctors 

Shuttle services for commuters 

Onsite massage services 

College scholarships 
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career development. Employers may pay full or partial tuition costs plus related ex- 
penses such as books and supplies. 

To help employees pay for the college expenses of their children and other family 
members, an increasing number of companies are offering employer-sponsored 529 
college savings plans. Generally these savings plans are entirely funded by employ- 
ees themselves with after-tax dollars. However, the plans accumulate money tax-free. 
Employees need not go through an employer to establish a 529 savings plan. They 
can do so on their own. The advantage of getting one through an employer is that a 
worker can have the deductions made automatically from their payroll checks, which 
can make saving for college easier. The investment fees an employer has to pay to ad- 
minister the plan can also be lower than what an individual would pay. 

Figure 11.4 shows some of the other benefits firms are offering employees that we 
have not already mentioned in this chapter. In summary, although benefits are ex- 
pensive, they can be a good way for a company to differentiate itself, strengthen its 
employer “brand” to attract top talent, and retain that talent. However, both small 
and large employers need to implement their benefit plans strategically as well as con- 
tinually monitor their effectiveness and costs. 


eee Employee benefits were not al- 


ways the norm in America. The situation changed 


ELNE A variety of factors need to 


be considered when designing a strategic benefits 


in 1935 with the passage of the Social Security Act. 
However, benefits can add 30—40 percent or more 
to a company’s payroll costs, and they continue to 
climb faster than the rate of inflation. As a result, 
firms look closely at their benefit costs. 


plan. Included among them are the relative pref- 
erence shown for each benefit by managers and 
employees, the estimated cost of each benefit and 
the total amount of money available for the en- 
tire benefits package, and how it compares to the 
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competition. Through committees and surveys, a 
benefits package can be developed to meet employ- 
ees’ needs. Through the use of flexible benefit, or 
cafeteria, plans, employees are able to choose the 
benefits that are best suited for their individual 
needs. An important factor in how employees view 
the program is the full communication of benefits 
information through various means and personal- 
ized benefits statements. Online systems have also 
helped with the communication process and made 
it easier for HR departments to administer em- 
ployee benefits. 


Nearly a quarter of the benefits 
package that employers provide is legally required. 
These benefits include employer contributions to 
Social Security, unemployment insurance, workers’ 
compensation insurance, and state disability insur- 
ance. Social Security taxes collected from employ- 
ers and employees are used to pay three major types 
of benefits: (1) retirement benefits, (2) disability 
benefits, and (3) survivors’ benefits. Payroll deduc- 
tions and taxes are also legally required to fund the 
government program, Medicare. Medicare provides 
medical and hospital insurance and prescription 
drug coverage for people over 65, 


ee The cost of health care pro- 


grams has become the major concern in the area of 
employee benefits. Organizations are taking a vari- 
ety of approaches to contain health care costs. They 
include using health maintenance and preferred 
provider organizations and high-deductible health 
plans as well as reducing employees’ coverage and in- 
creasing their deductibles or copayments. Employee 
assistance programs, disease management and well- 
ness programs, and value-based initiatives that target 
the specific health needs of an employer's workers 
are other approaches. 


ENED Included in the category of 


benefits that involve payments for time not worked 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


are vacations with pay, paid holidays, sick leave, and 
severance pay. Some companies offer their employ- 
ees paid sabbaticals. A typical practice in the United 
States is to give employees ten days of vacation leave 
and ten holidays. In addition to vacation time, most 
employees, particularly in white-collar jobs, receive a 
set number of sick leave days. A one-time payment 
of severance pay may be given to employees who are 
being terminated. 


ee For most professions in the 


United States, there is no mandatory retirement 
age. The topics covered can include pension plans, 
health insurance coverage, Social Security and 
Medicare, personal financial planning, wellness and 
lifestyles, and the general process of adjusting to 
retirement. 


Whether to offer a pension plan 
is the employer's prerogative. However, once a plan 
is established, it is then subject to federal regulation 
under ERISA to ensure that benefits will be avail- 
able when an employee retires. Two pension plans 
are available—defined benefit and defined contri- 
bution. With a defined benefit plan, the amount an 
employee receives on retirement is based on years of 
service, average earnings, and age at time of retire- 
ment. Two of the most significant trends are the 
growth of 401(k) plans and cash balance pension 
plans, both of which are defined contribution plans. 
A concern today is the underfunding of pension 
plans and the ability of the PGCA to meet its finan- 


cial obligations. 


The types of service benefits 
that employers typically provide include employee 
assistance programs, counseling services, educational 
assistance plans, child care, and elder care. Other 
benefits are food services, onsite health services, pre- 
paid legal services, financial planning, housing and 
moving, transportation pooling, purchase assistance, 
credit unions, and social and recreational services. 
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backup care program health maintenance organization severance pay 
contributory plan (HMO) supplemental unemployment 
defined benefit plan high-deductible health insurance benefits (SUBs) 
defined contribution plan plan (HDHP) vesting 
disease management programs noncontributory plan wellness programs 
elder care phased retirement workers’ compensation insurance 
employee assistance program (EAP) preferred provider organization 
flexible benefits plans (cafeteria (PPO) 
plans) sabbatical 


HRM EXPERIENCE 


Understanding Employer Benefit Programs 


This exercise will help you more fully understand the benefits discussed in this chapter. Additionally, you will explore, 
in detail, the benefits and services offered by your employer and other employers in your area. 


Assignment 

Working in teams of four to six individuals, obtain information on the benefits package offered by your employer or 
other employers in your area. Once the information is gathered, be able to identify (1) each benefit offered, (2) what 
the benefit provides the employee, (3) employee eligibility (if required), and (4) how the benefit is paid for (employer, 
employee, or a combination of both). Compare benefit packages. Be prepared to discuss your findings with the class. 


Discussion Questions © 


ETD Many organizations are con- employees. What things should you consider 
cerned about the rising cost of employee benefits tO ensure that the program is a success for your 
and question their value to the organization and to employees? 


the employees. 
Employers are required by law 


a. In your opinion, what benefits are of greatest ; - F 
value to employees? To the organization? Why? to provide specific benefits to employees. What laws 


b. What can management do to increase the value mandate benefits to employees, and what are the 
to the organization of the benefits provided to provisions of those laws? 


employees? 
eae Identify and contrast the 


TNF You are a small employer various ways employers can control the costs of 
wishing to establish a benefits program for your health care. 
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eel Do you agree with the argument 


that benefits for time not worked are those most 
readily available to reduce employer costs? Explain. 


Prior to 1979, all employers 


could prescribe a mandatory retirement age—usually 
65 years. What would you think are the advantages 
and disadvantages of a mandatory retirement age? 
What factors might affect an individual's decision to 
retire at a particular time, and what factors might af- 
fect his or her ability to adjust to retirement? 


On the Job: Video Cases 4 


Benefits at Bright Horizons 


Bright Horizons’ chief operating officer, chief HR 
officer, and a teacher discuss the philosophy and 
specific benefits offered by the organization. The 
importance of investing in employees and being re- 
sponsive to their needs is discussed. The problems 
in trying to balance the increasing costs of mandated 
benefits and the increasing expectations from em- 
ployees are also presented. 


What to Watch for and Ask Yourself 


a Describe how you think Bright Horizons’ benefits 
create and maintain a competitive advantage for the 


Describe 401(k) pension plans, 
listing their advantages and disadvantages. As an 
employee, would you want control over the invest- 
ment decisions of your 401(k) plan? Explain. 


Working in teams of three or 
four, assume your team was hired as a benefits con- 
sultant to a small business having fifty to sixty em- 
ployees. What benefits do you believe this employer 
should offer, given limited resources? Justify your 
reasons for offering these benefits. 


firm. Bright Horizons also is a provider or vendor 
of benefits. How does this influence the company’s 
decisions about its own benefit package? 


= Bright Horizons offers tuition reimbursement for 
education. What are two positive aspects and two 
concerns about tuition aid? 


a The video mentions that Bright Horizons offers 
some unique benefits such as pet care and tuition 
advising services. What are some other unique 
benefits that might be attractive to employees of 
Bright Horizons? How would you determine the 
return on investment for these benefits? 


Adobe's 
Family-Friendly 
Benefits: An 
Unexpected 
Backlash 


Adobe Consulting Services (ACS), a provider of HR software application systems, 
prides itself on the variety of benefits it offers employees. In addition to health care, 
pension, and vacation benefits, the company also offers an attractive family-friendly 
benefits package including flexible schedules, child and elder care assistance, counsel- 
ing services, adoption assistance, and extended parental leave. Unfortunately, in recent 
months, the company’s progressive work/life policy has experienced a backlash from 
several employees, as the following case illustrates. 

In March 20011, Teresa Wheatly was hired by Adobe as a software accounts man- 
ager. With excellent administrative and technical skills, plus four years of experience 
at Adaptable Software, Adobe's main competitor, Teresa became a valued addition to 
the company’s marketing team. As a single mother with two grade-school children, 
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Teresa received permission to take Fridays off. She was also allowed to leave work 
early or come in late to meet the demands of her children. Teresa is one of eleven soft- 
ware account managers at Adobe. 

The problem for Adobe, and particularly for Janis Blancero, director of market- 
ing, began in the fall of 2011. On September 15, Dorothy McShee, citing “personal 
reasons’ —which she refused to discuss—requested a four-day workweek for which 
she was willing to take a 20 percent cut in pay. When Dorothy asked for the reduced 
work schedule, she sarcastically quipped, “I hope I don't have to have kids to get this 
time off.’ On October 3, Juan Batista, a world-class marathon runner, requested a 
flexible work hours arrangement in order to accommodate his morning and after- 
noon training schedule. Juan is registered to run the London, England, marathon in 
May 2013. Just prior to Juan's request, Susan Woolf asked for and was granted an 
extended maternity leave to begin after the birth of her first child in December. 

If these unexpected requests are not enough, Blancero has heard comments from 
senior account managers about how some employees seem to get “special privileges,’ 
while the managers work long hours that often require them to meet around-the- 
clock customer demands. Janis has adequate reason to believe that there is hidden 
tension over the company’s flexible work hours program. Currently, Adobe has no 
formal policy on flexible schedules. Furthermore, with the company’s growth in busi- 
ness combined with the increasing workload of software account managers and the 
constant service demands of some customers, Blancero realizes that she simply can- 
not grant all the time-off requests of her employees. 


Questions 


1, Do managers like Janis Blancero face a more complicated decision when evalu- 
ating the personal requests of employees versus evaluating employees’ individual 
work performance? Explain. 

2. a. Should Adobe establish a policy for granting flexible work schedules? Explain. 
b. If you answered yes, what might that policy contain? 

3. If you were Janis Blancero, how would you resolve this dilemma? Explain. 


What is the quality of the work/life environment in your company? The following Evaluate the 
survey provided by the Work and Family Connection will help provide a “case analy- Work/Life 
sis’ of the climate in your organization. Answers to the twenty questions will provide 


clear insights about your company’s position in the work/life area. Climate in Your 


Agree or Disagree with the Following Statements: Company 
1, My manager/supervisor treats my work/life needs with sensitivity. 
2. It is usually easy for me to manage the demands of both work and home life. 
3. My career path at this company is limited because of the pressure of home life 
demands. 
4. My job at this company keeps me from maintaining the quality of life I want. 
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5. My manager/supervisor is supportive when home life issues interfere with 
work, 
6. My manager/supervisor focuses on results, rather than the time I am at my 
desk. 
7. My manager/supervisor has a good understanding of flexible work hour 
practices. 
8. If I requested a flexible work arrangement, my manager/supervisor would sup- 
port me. 
9. My manager/supervisor is often inflexible or insensitive about my personal 
needs, 
10. I believe my manager/supervisor treats me with respect. 
11. My manager/supervisor allows me informal flexibility as long as I get the job 
done. 
12. My manager/supervisor tends to treat us like children. 
13. My manager/supervisor seldom gives me praise or recognition for the 
work I do, 
14, My manager/supervisor seems to care about me as a person. 
15. I would recommend this company to others. 
16. The work I do is not all that important to this company’s success. 
17. If I could find another job with better pay, I would leave this organization. 
18. If I could find another job where I would be treated with respect, I would 
take it. 
19, If I could find another job where I could have more flexibility, I would take it. 
20. Iam totally committed to this company. 


For a perfect score, you should answer “Disagree” to questions 3, 4, 9, 12, 13, 16, 
17, 18, and 19 and “Agree” to all the rest, 1, 2, 5, 6, 7, 8, 10, 11, 14, 15, and 20. 

To score, begin by giving yourself 20 points. Then deduct one point for every 
“wrong” response from the total score. 

If your score is 18 to 20: Congratulations! Your organization is leading the nation 
in flexibility and supportiveness. 

If your score is 14 to 17: Your organization is probably more supportive and flex- 
ible than most, but you have room to grow. 

If your score is 11 to 13: You could be open to other job offers in the race for talent 
among employees. 

If your score is 10 or less: Your managers will need help to manage the twenty-first- 
century workforce. 


Source: Used with permission of the Work and Family Connection, 5195 Beachside Drive, Minnetonka, 
Minnesota 55343; 1-800-487-7898, or http://www.workfamily.com. 
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1 2 Promoting Safety 
q and Health 


— After studying this 
chapter, you should be 
able to 
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LEARNING OUTCOME 14 


Most employers natu- 
rally hate to see their 
workers hurt or injured. 
Why then, do you 
think, so many safety 
and health laws have 
been enacted? Would 
individual employers 

or groups of employers 
be in a better position 
than the government to 
implement agreed-upon 
health and safety mea- 
sures for their indus- 
tries? Why or why not? 
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ood health and safety practices are indicative of top-notch organizations. Annually 

the Great Place to Work (GPTW) Institute surveys employees of organizations and 

compiles a list of the best places to work in the United States. In a recent survey, 
96 percent of employees who work at the 100 best companies named by the institute an- 
swered “often true” or “almost always true” that their places of work are physically safe. 
Employers also recognize the importance of implementing safety and health programs 
because the benefits of doing so far exceed the costs associated with sick leave, workers’ 
compensation, disability payments, and replacing employees who are injured or killed. 
A study conducted by the insurance company Liberty Mutual found that employers saved 
$3 for each $1 they invested in workplace safety.? 

Employers are motivated by more than costs and their reputations to keep their workers 
safe and healthy, though. Most organizations provide their employees with good working 
conditions (1) because it is the right thing to do and (2) because firms realize people are 
the most strategic asset they have. Truly proactive companies can go further than this, 
though. Recall that in Chapter 1 we discussed total quality management (TQM). TQM is a 
set of principles and practices whose core ideas include understanding customer needs, 
doing things right the first time, and striving for continuous improvement. Interestingly, 
a study that looked at companies that had won awards for TQM concluded that these 
firms had not only maintained above-average earnings, productivity, and growth rates, 
but had improved worker safety by a remarkable amount. Perhaps part of the reason why 
this is so is that programs such as TQM result in greater employee engagement. We will 
talk more about employee engagement and safety later in the chapter. 


Safety and Health: It’s the Law 


Consider these facts: 


a In 2009, 3.6 million private-sectors workers suffered work-related injuries and 
illnesses. 


a Back injuries, most of which occur because of improper lifting, are the nation’s 
no. 1 workplace safety problem. More than 1 million workers suffer back injuries 
each year. 


a Each year the cost of occupational injuries and illnesses totals more than 


$156 billion. 
= In 2009, 4,340 employees died from work accidents. 


= Ninety percent of fatal work injuries involve workers in private industry.” 


Providing workers a safe and healthy environment is not just good for business and 
the right thing to do. It is the law. In 1970 Congress passed the Occupational Safety 
and Health Act (OSHA).? The mission of OSHA is to “assure the safety and health 
of America’s workers by setting and enforcing standards; providing training, outreach, 
and education; establishing partnerships; and encouraging continual improvements 
in workplace safety and health.’ In spite of the figures previously cited, the act has 
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T HIGHLIGHTS IN HRM 


Test Your Safety Smarts 


Take the following quiz to evaluate your knowledge and awareness of safety and health issues. The answers are found 
at the end of this chapter. 


1. True or False? Employers have the right to be told by an Occupational Safety and Health Administration (OSHA) 
compliance officer the reason why it is undergoing a workplace inspection by the government agency. 

2. True or False? Employers have the legal right to have a company representative accompany OSHA compliance of- 
ficers on inspections. 

3. True or False? OSHA requires employers to give its inspectors access to employees when inspecting medical and 
safety records of their firms. 

4. What percentage of the U.S. population will be affected by back injuries? 
a. 23 
b. 47 
c. 60 
d. 80 

5. True or False? In order to correct potential health and safety problems, employers have the right to know the 
name of an employee who files a complaint with OSHA. 

6. Which causes more accidents: unsafe acts or unsafe conditions? 

7. List five areas regarding safety that should be covered during a new employee orientation. 

8. True or False? Employers are required to provide employee training on OSHA standards. 

9. True or False? Employers are required to allow OSHA inspectors on premises for unannounced inspections. 

10. True or False? Employers have twenty-four hours to report to OSHA accidents that result in a fatality. 


been very effective in reducing the number of injuries resulting in lost work time, the 
incident rate of specific injuries such as back problems, and the number of job-related 
deaths. For example, even though there were twice as many workers in 2009 as in the 
1960s, in 2009 worker fatalities were less than one-third of what they were in the late 
1960s. Today, most employees report that the safety conditions in their organizations 
are very good. In a survey by the University of Chicago's National Opinion Research 
Center, 92 percent of employees “agree” or “strongly agree” that safety and health con- 
ditions where they work are good; 87 percent strongly agree that there are no signifi- 
cant compromises or shortcuts taken when worker safety is at stake. 


OSHA’s Coverage 


OSHA covers all private sector employees and public employees in state and local 
governments. Self-employed workers are not covered by the law. Federal agencies are 
required to establish and maintain a safety and health program that is monitored by 
OSHA. Approximately half of the states currently have their own OSHA-approved 
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programs for private and public work- 
ers. Where state programs for the 
private sector have been approved by 
the federal government as meeting 
federal standards, the state carries out 
the enforcement functions that would 
otherwise be performed by the federal 


government, 


Because it slowed 
them down, the 
workers who built 
New York’s skyline in 
the early 1900s were 
actually discouraged 
from using safety 
devices such as ropes 
to prevent falls. 

Not surprisingly, 

a disproportionate 
number of workers 
fell to their deaths. 


OSHA Standards 


One of the responsibilities of the 
Occupational Safety and Health 
Administration is to develop and en- 
force mandatory job safety and health 
standards. These standards cover the 
workplace, machinery and equipment, 
materials, power sources, processing, 
protective clothing, first aid, and ad- 
ministrative requirements. To comply 
with OSHA, employers need to be- 
come familiar with those standards that are applicable to their establishments and 
to ensure that their employees use personal protective gear and equipment when re- 
quired for safety. Employers can be cited and fined if they do not comply with OSHA 
standards.” 

The Occupational Safety and Health Administration can begin standards- 
setting procedures on its own initiative or on petition from other parties, in- 
cluding the Secretary of Health and Human Services (HHS) and the National 
Institute for Occupational Safety and Health (NIOSH). Other bodies that may 
also initiate standards-setting procedures are state and local governments and any 
nationally recognized standards-producing organization, employer, or labor rep- 
resentative. NIOSH, however, is the major source of standards. As an agency of 
the Department of Health and Human Services, it is responsible for conducting 
research on various safety and health problems, including the psychological fac- 
tors involved.® 


SSPL/Getty Images 


Enforcing OSHA Standards 


The Occupational Safety and Health Administration is authorized to conduct work- 
place inspections, issue citations, and impose penalties on employers. In recent years 
OSHA has stepped up its enforcement activities. In 201, OSHA workers conducted 
approximately 40,000 workplace inspections, and more than 96,000 workplace viola- 
tions were found, a 15,3 percent increase since 2006. 


Workplace Inspections 
Under the act, “upon presenting appropriate credentials to the owner, operator, or 
agent in charge,’ an OSHA compliance officer is authorized to do the following: 


= Enter without delay and at reasonable times any factory, plant, establishment, con- 
struction site or other areas, workplace, or environment where work is performed 
by an employee of an employer; and to 
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a Inspect and investigate during regular working hours, and at other reasonable 
times, and within reasonable limits and in a reasonable manner, any such place of 
employment and all pertinent conditions, structures, machines, apparatus, devices, 
equipment and materials therein, and to question privately any such employer, 
owner, operator, agent, or employee.” 


OSHA has further established a system of inspection priorities:® 
First level: Inspection of imminent danger situations 


Second level: Investigation of catastrophes, fatalities, and accidents that result in 
hospitalization of five or more employees 


Third level: Investigation of valid employee complaints of alleged violations of stan- 
dards or of unsafe or unhealthful working conditions 


Fourth level: Special-emphasis inspections aimed at specific high-hazard industries, 
occupations, or substances that are injurious to health 


Typically, OSHA inspectors arrive at a work site unannounced and ask for a meeting 
with a representative of the employer. At the meeting, the inspectors explain the pur- 
pose of the visit, describe the procedure for the inspection, and ask to review the em- 
ployer’s safety and health records. An employer may either agree voluntarily to the 
inspection or require the inspectors to obtain a search warrant. 

The act gives both the employer and the employees the right to accompany inspec- 
tors on their tour of the work site. After the tour, the OSHA officials conduct a clos- 
ing conference to inform the employer and employee representatives, if any, of the 
results of their inspection. They point out conditions or practices that appear to be 
hazardous and issue a written citation if warranted.’ 


Citations and Penalties 
OSHA citations may be issued immediately following the inspection or later by mail. 
Citations tell the employer and employees which regulations and standards are al- 
leged to have been violated and the amount of time allowed for their correction. The 
employer must post a copy of each citation at or near the place the violation occurred 
for three days or until the violation is abated, whichever is longer. 

Under the act, OSHA may cite the following violations and propose the following 
penalties: 


« Other-Than-Serious: A violation that has a direct relationship to job safety and 
health, but one unlikely to cause death or serious physical harm. Such a penalty 
could be as low as $100. However, OSHA may propose a penalty of up to $7,000 


for each violation depending upon the circumstances. 


= Serious: A violation for which there is substantial probability that death or serious 
physical harm could result and the employer knew, or should have known, of the 
hazard. The average penalty imposed by OSHA for serious violations is now 
$3,000-$4,000. The maximum penalty is $7,000 for each violation. 


a Willful: A violation that the employer intentionally and knowingly commits, or 
a violation that the employer commits with plain indifference to the law. OSHA 
may propose penalties of up to $70,000 for each violation or $75,000 per exposed 
employee for a willful penalty. 
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If a willful violation results in the death of an employee, OSHA can assess pen- 
alties up to $250,000 for an individual or $500,000 for a corporation, imprison- 
ment of up to six months, or both. The largest ever fine by OSHA was an $87 
million penalty levied in 2009 against the oil giant BP after a 2005 explosion 
killed 15 workers and injured 170 others at a BP refinery in Texas. (BP will likely 
face more fines as a result of the deadly explosion of its Deepwater Horizon plat- 
form in the Gulf of Mexico in 2010.) OSHA can adjust any penalty downward 
depending on the employer's good faith (such as demonstrating effort to com- 
ply with the act), history of previous violations, and size of business.!° However, 
the agency can adjust penalties upward too. OSHA's Severe Violator Enforce- 
ment Program (SVEP) identifies employers with repeated, serious citations, and, 
among other things, subjects them to increased, multi-worksite inspections and 
higher penalties. The law provides for appeal by employers and employees under 
certain circumstances. 


OSHA Consultation Assistance 


Besides helping employers identify and correct specific hazards, OSHA can help em- 
ployers develop and implement effective workplace safety and health programs that 
emphasize preventing worker injuries and illnesses. 


Onsite Consultation 

OSHA provides free onsite consultation services. Consultants from the state gov- 
ernment or private contractors help employers identify hazardous conditions and 
determine corrective measures. Employers also may receive training and education 
services.!! No citations are issued in connection with a consultation, and the con- 
sultant's files cannot be used to trigger an OSHA inspection. Additionally, the con- 
sultations may qualify employers for a one-year exemption from routine OSHA 
inspections. 


Cooperative Programs 

Voluntary, cooperative relationships among employers, employees, unions, and 
OSHA can be a useful alternative to traditional OSHA enforcement procedures, 
serving as an effective way to ensure worker safety and health. There are four specific 
cooperative programs—alliances, strategic partnerships, voluntary protection pro- 
grams, and the Safety and Health Achievement Recognition Program:’” 


Alliances. Alliances enable organizations to collaborate with OSHA to prevent injuries 
and illnesses in the workplace. OSHA and participating organizations define, imple- 
ment, and meet a set of short- and long-term goals to improve workplace safety and 
health. 


Strategic Partnership Programs (SPPs). Strategic partnerships are long-term agree- 
ments between employers and OSHA aimed at reducing serious workplace hazards and 
achieving a high level of worker safety and health. 


Voluntary Protection Programs (VPPs). Voluntary protection programs represent 
OSHA's effort to extend worker protection beyond the minimum required OSHA stan- 
dards. There are three VPPs—Star, Merit, and Demonstration—each designed to 
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recognize, motivate, or establish a cooperative relationship between employers and 
OSHA. 


Safety and Health Achievement Recognition Program (SHARP). SHARP is an OSHA 
certification program that recognizes small employers with exemplary achievements 
in workplace safety and health. Companies that receive SHARP recognition are ex- 
empted from OSHA's programmed, or regular, inspections as long as their certifica- 
tions remain valid. 


Responsibilities and Rights under OSHA 


Both employers and employees have certain responsibilities and rights under 
OSHA. We will discuss only those that relate directly to the management of human 
resources. 


Employers’ Responsibilities and Rights 

In addition to providing a hazard-free workplace and complying with the applicable 
standards, employers must inform all of their employees about the safety and health 
requirements of OSHA. Specific employer responsibilities are listed in OSHA's 
publication All about OSHA and illustrated in Highlights in HRM 2. Employers are 
also required to keep certain records and to compile and post an annual summary of 
work-related injuries and illnesses. From these records, organizations can compute 
their incidence rate, the number of injuries and illnesses per 100 full-time employees 
during a given year. The standard formula for computing the incidence rate is shown 
by the following equation, in which 200,000 equals the base for 100 full-time work- 
ers who work forty hours a week, fifty weeks a year: 


Number of injuries and illnesses 200,000 


Incidence rate = 
Total hours worked by all employees during period covered 


It should be noted that the same formula can be used to compute incidence rates 
for (1) the number of workdays lost because of injuries and illnesses, (2) the number 
of nonfatal injuries and illnesses without lost workdays, and (3) cases involving only 
injuries or only illnesses, 

Incidence rates are useful for comparing work groups, departments, and similar 
units within an organization, They also provide a basis for comparing multiple 
organizations doing similar work. The Bureau of Labor Statistics and other or- 
ganizations, such as the National Safety Council, compile data that an employer 
can use as a basis for comparing its safety record with those of other organiza- 
tions. These comparisons provide a starting point for analyzing problem areas, 
changing the working environment, and motivating personnel to promote safety 
and health. 

It is the employer's responsibility to provide employees with protective equipment 
when necessary and ensure it is used. Employers must also provide their workers with 
safety training and be prepared to discipline employees for failing to comply with 
safety rules. In addition, employers must not discriminate against employees who 
exercise their rights under the act by filing complaints with OSHA. That said, 
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HIGHLIGHTS IN HRM 


? What Are My Responsibilities under 
the OSH Act? 


If you are an employer the OSH Act covers, you must: 


e Meet your general duty responsibility to provide a workplace free from recognized hazards that are causing or are 
likely to cause death or serious physical harm to employees, and comply with standards, rules, and regulations is- 
sued under the act. 

e Be familiar with mandatory OSHA standards and make copies available to employees for review upon request. 

e Inform all employees about OSHA. 

e Examine workplace conditions to make sure they conform to applicable standards. 

e Minimize or reduce hazards. 

e Make sure employees have and use safe tools and equipment (including appropriate personal protective equip- 
ment), and that such equipment is properly maintained. 

e Use color codes, posters, labels, or signs when needed to warn employees of potential hazards. 

e Establish or update operating procedures and communicate them so that employees follow safety and health 
requirements. 

e Provide training required by OSHA standards (e.g., hazard communication, lead, etc). 

e Report to the nearest OSHA office within eight hours any fatal accident or one that results in the hospitalization of 
three or more employees. 

e Keep OSHA-required records of work-related injuries and illnesses, and post a copy of the totals from the last page 
of OSHA No. 200 during the entire month of February each year. (This applies to employers with eleven or more 
employees.) 

e Post, at a prominent location within the workplace, the OSHA poster (OSHA 2203) informing employees of their 
rights and responsibilities. (In states operating OSHA-‘approved job safety and health programs, the state’s equiva- 
lent poster and/or OSHA 2203 may be required.) 

e Provide employees, former employees, and their representatives access to the Log and Summary of Occupational 
Injuries and Illnesses (OSHA 200) at a reasonable time and in a reasonable manner. 

e Provide access to employee medical records and exposure records to employees or their authorized representatives. 

e Cooperate with the OSHA compliance officer by furnishing names of authorized employee representatives who may 
be asked to accompany the compliance officer during an inspection. (If none, the compliance officer will consult 
with a reasonable number of employees concerning safety and health in the workplace.) 

e Not discriminate against employees who properly exercise their rights under the act. 

e Post OSHA citations at or near the worksite involved. Each citation, or copy thereof, must remain posted until the 
violation has been abated, or for three working days, whichever is longer. 

e Abate cited violations within the prescribed period. 


If you are an employee the OSH Act covers, you should: 


e Read the OSHA poster at the job site. 

e Comply with all applicable OSHA standards. 

e Follow all employer safety and health rules and regulations, and wear or use prescribed protective equipment while 
engaged in work. 
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What Are My Responsibilities under the OSH Ac 


(continued) 


e Report hazardous conditions to the supervisor. 

e Cooperate with the OSHA compliance officer conducting an inspection if he or she inquires about safety and health 
conditions in your workplace. 

e Exercise your rights under the act in a responsible manner. 


Although OSHA does not cite employees for violations of their responsibilities, each employee must follow all appli- 
cable standards, rules, regulations, and orders issued under the OSH Act. OSHA, however, does not expect employees to 
pay for guardrails, floor cleaning, equipment maintenance, respirators, training, or other safety and health measures. 


Source: OSH Act, OSHA Standards, Inspections, Citations and Penalties OSH Act, OSHA Standards, Inspections, Citations and Penalties 
(Washington, DC: Occupational Safety and Health Administration), accessed May 20, 2011, at http://www.osha.gov. 


employers are afforded many rights under the act, most of which pertain to receiving 
information from OSHA, applying for variances in safety and health standards, and 
contesting the agency's penalties, 14 


Employees’ Responsibilities and Rights 
Employees are required to comply with all applicable OSHA standards, to report 
hazardous conditions, and to follow all employer safety and health rules and regula- 
tions, including those prescribing the use of protective equipment. Workers have 
a right to demand safe and healthy conditions on the job without fear of punish- 
ment. They also have many rights that pertain to requesting and receiving informa- 
tion about safety and health conditions." For example, most states—and federal 
law—require that employers provide information to employees about the hazard- 
ous chemicals they handle. Commonly known as right-to-know laws, these stat- _right-to-know laws 
utes require employers and manufacturers to give employees information about the Laws that require employers 
toxic and hazardous substances they could come into contact with on the job and $ advise employees about 
; ; . e hazardous chemicals 
what the health risks related to those substances are. Since state right-to-know laws they handie 
can be more stringent than federal law, employers are encouraged to contact their 
state's health and safety agency for a copy of their appropriate hazard communica- 
tion standards,1° 


OSHA’s Enforcement Record 


Perhaps no federal government agency has been more severely criticized than the Oc- 

ional Saf d Health Admini ion.!” Uni d safe i 
cupational Safety and Healt ministration. nions and safety groups continue 
to worry that OSHA is lax in monitoring its agreements with organizations. These 
groups would prefer mandatory standards instead of voluntary guidelines for prob- 
lems such as injuries related to jobs involving repetitive motion—a topic to be consid- 
ered later in the chapter.'® 
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Meanwhile employers often say that 
OSHA’ standards are unrealistic and 
inspectors are overzealous. “It seems 
OSHA administration conducts re- 
search and sets safety and health stan- 
dards in an ivory tower, not knowing 
or caring if standards are valid for the 
real world,” remarked one safety man- 
ager. Another criticism is that many 
of OSHA's standards are dangerously 
outdated. 

However, the complaint most 
registered against OSHA is uneven 
enforcement efforts by the agency from 
one political administration to the 
next.!? Under some administrations, 
the funding for the agency has been cut 
and enforcement efforts have been seen 
as virtually nonexistent (or at least very 
lax). Under other administrations, regulatory enforcement has seemed more proac- 
tive. In recent years, the funding for OSHA has increased, and it has stepped up its 


enforcement measures. 


OSHA regulations 
mandate the use of 
protective equipment 
in recognized 
hazardous conditions. 


Promoting a Safe Work Environment 


LEARNING OUTCOME 2 Typically, a firm’s HR department or the industrial relations department is respon- 


Discuss some of the sible for its safety program. Although the success of a safety program depends largely 
safety programs at on managers and supervisors of operating departments, the HR department typi- 
your college. In what cally coordinates the safety communication and training programs, maintains safety 
ways do you think they  tecords required by OSHA, and works closely with managers and supervisors in a 
might be similar to cooperative effort to make the program a success. 

safety programs in the Organizations with formal safety programs generally have employee-management 
workplace? In what safety committees that include representatives from management, each department 
ways might they be or manufacturing/service unit, and employee representatives. Committees are typi- 
differant? cally involved in investigating accidents and helping to publicize the importance of 


safety rules and their enforcement. 


Creating a Culture of Safety 


Lower-level operational managers and supervisors have traditionally been the bed- 
rock for encouraging health and safety in their organizations.” Indeed, one study by 
the American Institute of Plant Engineers showed that there was a direct correlation 
between an increase in the commitment to safety by managers and a decrease in ac- 
cidents. However, firms today try to create a “culture” of safety within their organi- 
zations that goes beyond managing operational processes and reducing accidents.”! 
A culture of safety exists when everyone within an organization consciously works 
to improve its safety and health conditions. HR managers play a key role in this ef- 
fort. “HR executives should be the point persons on creating and making sure that 
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a corporate safety culture exists,’ Carolyn Merritt, the late chairperson of the U.S. 
Chemical Safety Board (CSB) once noted.“ These are the people who have their fin- 
gers on the culture pulses of the organization.” 

Furthermore, the CSB advocates a culture of safety that focuses specifically on 
process safety metrics. For example, instead of counting injuries, managers should set 
goals on how many unit safety meetings should be held quarterly and measure goal 
attainment. Greg Andress, executive manager at Gallagher Bassett Services (safety 
consultants), states, “You want to measure the drivers within your organization that 
are going to create a change in the culture.’ 

Interviewing for Safety and Fitness-for-Duty Tests 

One of the ways HR managers can help create a culture of safety within in an organi- 
zation is to encourage supervisors to incorporate safety into their interviews with job 
candidates. Have you ever known someone who seemed accident prone? What about 
someone who rarely ever experienced a scratch? Several researchers have reported 
finding a correlation between different employees and their propensity for safety. Al- 
though asking job candidates about the injuries they have experienced is off limits, in- 
terviewers can ask candidates other behavioral-type questions designed to elicit their 
propensity for safety. For example, an interviewer might ask a candidate a question 
about an unsafe incident they witnessed and how they handled it. 

Some companies periodically conduct fitness-for-duty evaluations on their cur- _fitness-for-duty 
rent employees. Fitness-for-duty evaluations are similar to prehire physical exams evaluations 
but can be done any time during employment. They determine an employee's physi- ew 
cal, mental, and emotional fitness and are most often used for in safety or security- ARA AAT 
sensitive positions. For example, federal rules require nuclear-plant workers to and emotional fitness for 
undergo random fitness-for-duty evaluations on the job to determine if they have ajob 
been using alcohol or drugs. 


The Key Role of the Supervisor 

Supervisors can do much more than interview candidates for their safety tendencies, 
however. As we have explained, like HR managers, supervisors play a key role in their 
employer's safety programs. One of a supervisor's major responsibilities is to com- 
municate to an employee the need to work safely.” Beginning with new employee ori- 
entation, safety should be emphasized continually. Proper work procedures, the use 
of protective clothing and devices, and potential hazards should be explained thor- 
oughly.” Furthermore, employees’ understanding of all these considerations should 
be verified during training sessions, and employees should be encouraged to be pro- 
active when it comes to safety. In other words, they should be coached to look for 
safety problems before they occur. Moreover, supervisors must continually observe 
employees at work, reinforce safe practices, and immediately correct behaviors that 
are unsafe,” 


Proactive Safety Training Programs 

Safety training is not only good business; in certain occupational areas, safety and 
health training is legally required. For example, employers regulated by a federal 
agency called the Pipeline and Hazardous Materials Safety Administration are legally 
required to provide their employees with environmental-safety protection training. 
When training is mandated, employers must keep accurate records of all employee 
education. Violations can incur criminal penalties. 
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FIGURE 
12 1 OSHA's Baggage-Handling E-Tool 


Baggage Handling 


Ergonomics 


Source: http://www.osha.gov/SLTC/etools/baggagehandling/index.html 


Most organizations have a safety awareness program that entails the use of several 
different media. Safety lectures and courses, and printed and audiovisual material are 
common,”’ The use of games has also become an interactive way to provide employ- 
ees with safety training. Costco and Amazon.com, for example, have successfully used 
a product called Safety Bingo to motivate employees on a daily basis to create a safety- 
conscious atmosphere and remind them of their safety goals.” 

Of course, the Web has become a popular way to disseminate safety training ma- 
terials as well. One safety manager went so far as to describe his company’s intranet 
as the “the organization's SWAT team to develop and implement timely and efficient 
health and safety programs.” In addition to distributing safety and compliance in- 
formation via the Web, CDs, and PowerPoint presentations downloadable from its 
website, OSHA has developed online modules called “eTools” that deal with various 
safety and health topics and provide employers and employees information on how 
OSHA regulations apply to their work organizations.” Figure 12.1 shows OSHA's 
eTool designed to help workers who handle baggage do so safely. 

HR professionals and safety directors in particular advocate employee involvement 
when designing and implementing safety programs.*° Employees can offer valuable 
ideas regarding specific safety and health topics to cover, instructional methods, and 
proper teaching techniques. Furthermore, employees are more likely to embrace safety 
training when they feel a sense of ownership in the instructional program.?! 


Enforcing Safety Rules 


Firms communicate specific safety rules and regulations in a variety of ways, including 
through supervisors, bulletin board notices, employee handbooks, and signs attached 
to equipment. To keep employees aware of hazards, some organizations provide their 
employees with small, laminated OSHA “Quick Cards.” The cards contain brief, 
easy-to-follow safety and health information employees can keep on hand and refer 
to as necessary. Figure 12, 2 shows an example of a Quick Card. Safety rules are also 
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FIGURE 
12 9 An Example of an OSHA Quick Card 


OSHA Garis 


Chain Saw Safety 


Operating a chain saw can be hazardous. Potential injuries can be 
minimized by using properpersonalprotective equipment and safe 
operating procedures. 


Before Starting a Chain Saw 
Check controls, chain tension, and all bolts and handles to ensure 
that they are functioning properly and that they are adjusted 
according tothe manufacturer’s instructions. 
Make sure that the chain is always sharp and that the oil tank is full. 
Start the saw on the ground or on another firm support. 
Drop starting is never allowed. 
Start the saw at least 10 feet from the fueling area, with the chain’s 
brake engaged. 


Fueling a Chain Saw 
Use approved containers for transporting fuel to the saw. 
Dispense fuel at least 10 feet away from any sources of ignition 
when performing construction activities. No smoking during fueling. 
Use a funnel or a flexible hose when pouring fuel into the saw. 
Never attempt to fuel a running or HOT saw. 


Chain Saw Safety 
Clear away dirt, debris, small tree limbs and rocks from the saw’s 
chain path. Look for nails, spikes or other metal in the tree before 
cutting. 
Shut off the saw or engage its chain brake when carrying the saw 
on rough or uneven terrain. 
Keep your hands on the saw’s handles, and maintain balance while 
operating the saw. 
Proper personal protective equipment must be worn when operating 
the saw, which includes hand, foot, leg, eye, face, hearing and head 
protection. 
Do not wear loose-fitting clothing. 
Be careful that the trunk or tree limbs will not bind against the saw. 
Watch for branches under tension; they may spring out when cut. 
Gasoline-powered chain saws must be equipped with a protective 
device that minimizes chain saw kickback. 
Be cautious of saw kickback. To avoid kickback, do not 
saw with the tip. Keep tip guard in place. 


For more complete information: 


® Occupational 
Q Safety and Health 
Administration 


U.S. Department of Labor 
www.osha.gov (800) 321-OSHA 


OSHA 3269-12N-05 


Source: http://www.osha.gov/OshDoc/data_Hurricane_Facts/chain_saw_safety.pdf 
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emphasized in regular safety meetings, at new employee orientations, and in an orga- 
nization’s manual of standard operating procedures.” 

The consequences for violating safety rules are usually stated in a firm's employee 
handbook. Usually the consequences include an oral or written warning for the first 
violation, suspension for repeated violations, and, as a last resort, dismissal. However, 
for serious violations—such as smoking around volatile substances—even the first 
offense could be cause for an employee's termination. 

While discipline may force employees to work safely, safety managers understand 
that the most effective enforcement of safety rules occurs when employees willingly 
adhere to and “champion” safety rules and procedures. This can be achieved when 
managers actively encourage employees to participate in all aspects of the organiza- 
tions safety program. This is important because employees who are involved in their 
companies safety programs are not only more engaged employees but safer employ- 
ees. According to a study by the Society of Human Resources Management, engaged 
employees were five times less likely than nonengaged employees to have a safety in- 
cident and seven times less likely to have a lost-time safety incident. In addition, the 
average cost of a safety incident was $392 for nonengaged employees, but only $63 
for engaged employees. 

There are a number of ways to involve and engage employees in company safety 
programs. In addition to TQM programs, they include having employees (1) jointly 
set safety standards with managers, (2) participate in safety training, (3) help de- 
sign and implement special safety training programs, (4) establish safety incentives 
and rewards, and (5) be involved in accident investigations. Other ways to engage 
employees is to solicit their ideas and opinions when assessing the risk of jobs 
during the job analysis process. The idea behind this is to help identify potential 
hazards and develop protective measures before accidents occur, Establishing an 
employee safety suggestion program and asking employees to formally participate 
in the process of observing the safety behavior of their coworkers are two other 
ways. So is soliciting employees’ opinions about the safety of the tools a company 
is considering purchasing, At BNSF Railway, not only do employees offer sugges- 
tions on the tools the company is considering buying, it is not uncommon for the 
company’s mechanical group to create new tools or retrofit them so they are safer 
for employees to use. 

Safety rewards programs are another popular way to encourage workplace health 
and safety.’ At Allied Waste Industries, a solid-waste management company, man- 
agement offers a bilingual online/offline safety rewards program called the Dedicated 
to Safety Rewards Program.** The program encourages employees to accumulate 
safety vouchers that enable them to earn prizes they can purchase from a catalog on 
the company’s website. A word of caution should be noted with regard to rewards 
programs, however: they can provide an incentive for employees not to report safety 
accidents. 

Rather than awards, many companies prominently display in their workplaces the 
number of consecutive days they have operated without an injury. The idea is to mo- 
tivate employees to keep the injury-free “streak” going and possibly set new records for 
injury-free performance. 


Investigating and Recording Accidents 


Every accident, even those considered minor, should be investigated by the supervi- 
sor and a member of the safety committee. Such an investigation may determine the 
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factors contributing to the accident and reveal what corrections are needed to prevent 
it from happening again. Correction may require rearranging workstations, installing 
safety guards or controls, or, more often, giving employees additional safety training 
and reassessing their motivation for safety. 
OSHA requirements mandate that employers with eleven or more employees 
maintain records of work-related occupational injuries and illnesses. As stated in 
an earlier section, OSHA also requires a Log of Work-Related Injuries and Illnesses 
(OSHA Form 300) to be maintained by the organization. All recordable cases are 
to be entered in the log. A recordable case is any injury or illness that results in any recordable case 
of the following: death, days away from work, restricted work or transfer to another Any occupational death, ill- 
job, or medical treatment beyond first aid. Other problems employers must record as "ess, or injury to be recorded 
: ; 7 ; pee ease : in the log (OSHA Form 300) 
work-related include loss of consciousness or diagnosis of a significant injury or ill- 
ness by a health care professional.*® Figure 12.3 illustrates OSHA's diagram for clas- 
sifying accidents under the law. For every recordable case written in the log, an Injury 


FIGURE 
12 3 Guide to Recording Cases under the Occupational Safety and Health Act 


Note: A case must involve a death, or an illness, 
or an injury to an employee. 


Results from a work accident or Does not result from a work 
from an exposure in the work accident or from an exposure 
environment and is in the work environment 


A death An illness An injury that involves 


Medical Loss of Restricted jj Diagnosis by 
treatment Days away 
work or a healthcare 


conscious- 
(other than from work 7 5 
ness job transfer f professional 


first aid) 


Then case must Then case is not 
be recorded to be recorded 


© Cengage Learning 2013 
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and Illness Incident Report (OSHA Form 301) is to be completed, OSHA Form 
301 requires answers to questions about the case. Each year OSHA Form 300A, 
Summary of Work-Related Injuries and Illnesses, must be completed and posted in 
a conspicuous place or places where notices to employees are customarily posted. Re- 
member, when completing all OSHA forms, employers must not list the name of 
an injured or ill employee if the case has “privacy concerns,” such as those involving 
sexual assault, HIV infection, and mental illness.3” 

We conclude our discussion of OSHA by showing the OSHA poster that employ- 
ers are required to display at the workplace (see Highlights in HRM 5). 


Safety Hazards and Issues 


Workers face many different safety hazards on the job, which differ depending upon 
their occupations. It is impossible to discuss all of them in this chapter. However, we 
will discuss a number of hazards that have been getting a great deal of attention from 
HR managers and firms lately. 


Fatigue 

Few safety issues have been in the news more lately than employee fatigue. You have 
probably heard about air traffic controllers who have fallen asleep on the job and 
could not be awakened by pilots trying to contact them. Fatigue is more of a problem 
in organizations that operate around the clock or have night shifts. Studies show that 
30 percent to 50 percent of night-shift workers report falling asleep at least once a 
week while on the job, according to Dr. Charles Czeisler, chief of sleep medicine at 
Brigham and Women’s Hospital in Boston.*® 

Fatigue may not result in “life or death” consequences for most jobs. Nonetheless 
managers, employees, and the public are concerned about how it affects workplace 
safety and performance. The regulations in certain industries limit the number of 
hours employees can work per shift. The airline industry is one such industry. How- 
ever, even with the limits, workers are finding themselves fatigued. Some experts say 
downsizing may be a factor as fewer workers are being asked to cover more shifts. 
Recently the U.S. government vowed it would give air traffic controllers an extra hour 
off between shifts to combat fatigue. Continental has given its pilots permission to 
call in and report they're too fatigued to fly. 

Although OSHA currently has no fatigue standard, it is seeking to establish one, 
and unions are increasingly negotiating fatigue contracts. Employees at Dow Chemi- 
cal’s Freeport, Texas, facility have negotiated a fatigue standard in their new labor 
contract. Under the new agreement, employees who work three consecutive sixteen- 
hour days must receive a twenty-four-hour break. Employees on regular shifts must 
get a forty-eight-hour break if they work twenty-one days in a row.*? 


Distracted Driving 

Do you know what the leading cause of worker fatalities each year is? Motor vehicle 
crashes. Moreover, according to a National Highway Traffic Safety Administration 
study, people who send text messages while driving are three times more likely to 
crash than other drivers, and distracted driving accounts for 80 percent of all acci- 
dents. When it comes to mass transit, the consequences of distracted driving can be 
catastrophic. For example, in 2008, a Los Angeles commuter train collided head on 
with another train. Twenty-five people died, including the operator of the train. An- 
other 135 others were injured. A subsequent investigation of the accident found that 
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operator had sent or received fifty-seven text messages while on the job that day, in- 
cluding one sent twenty-two seconds before the crash. 

To help prevent distracted driving accidents, a growing number of employers are 
adopting mandatory cell-phone policies for their employees. A survey of more than 
2,000 employers conducted by the National Safety Council found that 58 percent 
had some type of cell-phone usage policy in place, and roughly one-quarter of those 
surveyed prohibit both handheld and handsfree devices while driving for some or 
all employees.*° Highlights in HRM 3 shows a template of such a policy developed 
by AT&T that companies can utilize. Other companies are doing more than estab- 
lishing policies. They are outfitting their phones with apps like Phone Guard, which 
prevents drivers from texting, browsing the web, or checking e-mail when they are 
traveling ten miles per hour or faster. 

OSHA does not have specific regulations on distracted driving. However, the 
agency has vowed that if an employer encourages or gives its workers an incentive to 
engage in distracted driving, it will penalize a company for creating an unsafe envi- 
ronment under OSHAs “general duty” clause. The general duty clause [Section 5(a) 
(1)] states that each employer “shall furnish ...a place of employment which is free 
from recognized hazards that are causing or are likely to cause death or serious physi- 
cal harm to his employees.” The clause is used to enforce a wide range of safety and 
health violations for which specific regulations have not been implemented. In 2009 
President Obama signed an Executive Order on distracted driving, which prohibits 
federal employees from texting behind the wheel while working or while using gov- 
ernment vehicles and communications devices. More than thirty states also prohibit 
texting while driving. 

Mobile phones are not the only electronic safety culprit, though. Workers who stop 
hearing the world around them because they are wired up to MP3 players also create 
risks. One aerospace manufacturer banned its 1,500 employees from using them at 
work. “Even though there have been no incidents, there are aircraft, forklifts, trucks, 
and so on moving around. We feel people should always be concentrating fully,’ said a 
spokesperson for the company. 


HIGHLIGHTS IN HRM 


Texting While Driving: A Sample 
HR Policy 


Employees are required to be familiar with and comply with local laws before using a wireless device while operating 
a motor vehicle for business purposes. Safe operation of any vehicle in the performance of company business is the 
responsibility of the driver and must be given appropriate attention at all times. In every situation, do not use a wire- 
less device while the vehicle is in motion if doing so distracts attention from driving. Additionally, all employees are 
prohibited from using data services on their wireless devices, such as texting or accessing the mobile web or other 
distracting activities, while driving. 


Source: “Texting While Driving Toolkit Sample Company Policy,” AT&T, accessed May 20, 2011, http://Awww.att.com. 
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Workplace Violence 
The National Institute for Occupational Safety and Health defines workplace 
violence as: 


Any physical assault, threatening behavior, or verbal abuse occurring in the work 
setting. It includes, but is not limited to, beatings, stabbings, suicides, shootings, 
rapes, near suicides, psychological traumas such as threats, obscene phone calls, an 
intimidating presence, and harassment of any nature such as being followed, sworn 
at, or shouted at. 


According to OSHA, more than two million nonfatal workplace violence inci- 
dents are reported annually in the form of assaults, robberies, thefts, hostage takings, 
hijackings, rapes, and sexual attacks. Employees who have contact with the public; 
exchange money; deliver passengers, goods, or services; work in health care, social 
services, or criminal settings; or work alone or in small numbers are at a greater risk 
of encountering workplace assaults. 

According to the Bureau of Labor Statistics, more women than men experience vi- 
olence in the workplace. In fact, after traffic accidents, homicide is the second-leading 
cause of fatal occupational injuries for women. 

Sexual harassment is often a precursor to the workplace violence women experi- 

ence, Minority women, in particular, are vulnerable. The alleged sexual attacks of two 
maids at high-profile Manhattan hotels in 2011 cast a harsh light on the risks minor- 
ity women face in the workplace. Anthony Roman, a hotel security consultant, says 
over the course of thirty years, he has seen dozens of such incidents involving maids. 
The assaults went from drunken propositions to rape. “They're not an infrequent oc- 
currence,’ Roman says,“ 
: The bullying of workers of both sexes is also a concern that is beginning 
Using the INTERNET to hit the radar of HR managers. Bullying is a form of violence; it is the 
repeated, health-harming mistreatment of one or more persons by one or 
more other people. It can consist of verbal abuse or offensive behaviors that 
are threatening, humiliating, intimidating, or interfere with someones ability 
to work. In a Zogby poll, 37 percent of American adults said they had been 
bullied at work. Not only does bullying lead to lower morale, it can result 
in deadly suicides, violence, and homicides in the workplace.*? A number 
of countries around the world, including France and Sweden, have enacted 
laws against bullying. About a quarter of U.S, states either have considered 
or are considering antibullying laws. 


Reducing Workplace Violence. In addition to protecting workers at high risk of on- 
the-job assaults, OSHA recommends firms analyze their workplaces to uncover areas 
of potential violence and develop violence prevention programs and training for their 
employees. To begin, background checks on job applicants should be conducted to en- 
sure they don't have histories showing a propensity toward aggression or violence. Re- 
member, employers can be sued for negligent hiring if they do not take this step and 
workplace injury occurs as a result. Managers, supervisors, and employees should also 
be trained to recognize violence indicators such as those listed in Figure 12.4. 

Other measures to reduce workplace violence include having workers team up in 
pairs rather than working alone and making environmental adjustments, such as in- 
creasing lighting levels, locking down entries to prevent unauthorized people from 
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FIGURE 
12 4 Violence Indicators: Know the Warning Signs 


The following behaviors should be taken seriously when assessing situations of 
potential violence: 
Direct or veiled threatening statements 


Recent performance declines, including concentration problems and excessive 
excuses 


Insubordination and severe reactions to criticism 

Prominent mood or behavior changes; despondence 

Preoccupation with guns, knives, or other weapons 

Deliberate destruction of workplace equipment; sabotage 

Fascination with stories of violence or war 

Reckless or antisocial behavior; evidence of prior assaultive behavior 
Aggressive behavior or intimidating statements; yelling or using profanity 
Written messages of violent intent; exaggerated perceptions of injustice 
Serious stress, legal, or financial problems in one’s personal life 
Intruding on other people’s privacy by pestering, spying, or stalking them 
Obsessive desire to harm a specific group or person 

Violence against a family member 

Substance abuse 


Source: Adapted from Violence in the Workplace: Risk Factors and Prevention Strategies, NIOSH Bulletin #59; 
David D. Van Fleet and Ella W. Van Fleet, “Preventing Workplace Violence: The Violence Volcano Metaphor,” 
Journal of Applied Management and Entrepreneurship 12, no. 3 (July 2007): 17; Bella L. Galperin and Joanne D. 
Leck, “Understanding the Violent Offender in the Workplace,” Journal of American Academy of Business 10, no. 2 
(March 2007): 114. 


gaining access to the firm's facilities, and providing personnel with mobile phones, 
walkie-talkies, and panic devices. Following the alleged attacks on the maids in Man- 
hattan, the Pierre and Sofitel hotels decided to equip them with panic buttons. The 
Sofitel also changed its dress code to let maids wear pants.” 

Last, but certainly not least, a firms HR department must effectively communicate 
to a firm's employees that it has zero tolerance policy for violence.** Organizations 
such as Garden Fresh, a restaurant chain, Enterprise Rent-a-Car, JetBlue Airways, 
and the Ritz-Carlton have formalized workplace violence prevention policies in- 
forming employees that aggressive employee behavior will not be tolerated. Employ- 
ees should encourage employees to report any possible or observed incidents to their 
firms HR departments. Some firms have set up hotlines for employees to report 
incidents without having to fear repercussions for “getting involved.’ 


Workplace Emergencies 

Because an organizations HR department deals with every employee, it is in an 
ideal position to spearhead the effort to plan for emergencies, deal with them, and 
provide assistance to employees afterward. According to OSHA, a workplace emer- 
gency is an unforeseen situation that threatens employees, customers, or the public; 
disrupts or shuts down operations; or causes physical or environmental damage. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


a Eé PART 4 Implementing Compensation and Security 


Emergencies can be natural or manmade. In addition to workplace violence, they 
can include the following. 


a Floods 

= Hurricanes 

= Tornadoes 

= Fires 

= ‘Toxic gas releases 

a Chemical spills 

= Radiological accidents 
= Explosions 


a Civil disturbances and terrorism 


emergency action OSHA requires companies to have emergency action plans to deal with incidents 
plan such as these. An emergency action plan must include, among other things, proce- 
A plan an organization dures for reporting a fire or other emergency, evacuating a facility, and accounting for 
develops that contains step- employees after an evacuation. The plan must also include procedures for employees 
by-step procedures for deal- aa Gia i A : 

ing with various emergency Who must remain in facilities to ensure critical plant operations continue, as well as 
situations procedures for workers performing rescue and medical duties. A copy of the emer- 


gency action plan should either be provided to employees or kept in a convenient 
location where employees can access it. Organizations with ten or fewer employees 
are allowed to communicate their emergency plans orally to employees. 

Highlights in HRM 4 shows a readiness-assessment checklist organizations can com- 
plete to determine how prepared they are for an emergency. OSHA Publication 3088, 
How to Plan for Workplace Emergencies and Evacuations is also a helpful guideline for em- 
ployers. To help small, low-hazard service or retail businesses implement an emergency 
action plan and comply with the agency's emergency standards, OSHA has an eTool. 

Although it is not required, OSHA advises organizations to have alternative commu- 
nication centers or backup computer servers they can use if their facilities are destroyed 
or inaccessible, The offsite physical or Web locations can be used to store originals or 
duplicate copies of accounting records, legal documents, emergency contact lists, and 
other essential records. Amazon.com, for example, has a computing service that allows 
companies to store data on its servers in addition to or in lieu of their own servers. HR 
managers should also make sure that employees know whom to contact and how dur- 
ing an emergency. Following a major earthquake in Seattle, Starbucks used a voicemail 
system to tell its employees to call or text message the company to make sure that ev- 
eryone was accounted for. Prior to Hurricane Katrina, Marriott set up an 800 number 
employees and managers could call for status updates on the company’s various facili- 
ties affected by the hurricane.“ A firm's website can also be used to disseminate crisis 
information to employees, the press, and other entities that need information. 


Crisis Management Teams 

Organizations such as Motorola and Circle K Corporation have implemented formal 
crisis management teams. These teams, composed of hourly and managerial employ- 
ees, work in conjunction with HR to conduct initial risk assessment surveys, develop 
emergency action plans, test them, and, perform crisis intervention during emergency 
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HIGHLIGHTS IN HRM 
Emergency Readiness Checklist 


Readiness Assessment 


How Prepared Is Your Business for an Emergency? Yes No Unsure 


1. Does your business know what kinds of emergencies might affect it u 0 T 
— both internally and externally? 


2. Does your business have a written, comprehensive emergency plan m| m| QO 
in place to help ensure your safety and take care of employees until 
help can arrive? 


3. Has your business created and practiced procedures to quickly QO) 0 m) 
evacuate and find shelter in case of an emergency? 


4. Has your business created a communication plan to communicate m O QO 
with employees in an emergency? (Examples include set up a 
telephone call tree, password-protected page on the company Web 
site, e-mail alert or call-in voice recording, and a contact list that 
includes employee emergency contact information.) 


5. Has your business talked with utility service providers about m| m| QO 
potential alternatives and identified back-up options? 


6. Has your business determined operations that need to be up and 0 m QO 
running first after an emergency and how to resume key operations? 


7. Has your business created a list of inventory and equipment, 0 0 m) 
including computer hardware, software, and peripherals (such as 
backed up/protected records and critical data) for business 
continuity and insurance purposes? 

8. Has your business met with your insurance provider to review m| m| QO 
current coverage in case of an emergency? 


9. Does your business promote family and individual preparedness QO) T) QO 
among co-workers (such as emergency preparedness information 
during staff meetings, newsletters, company intranet, periodic 
employee e-mails, and via other internal communication tools)? 


10. Have emergency shutdown procedures been developed for m m) m 
equipment such as boilers, automatic feeds or other operations that 
can not simply be left running in an emergency evacuation? 


11. Has your business worked with your community on emergency m| 0 m) 
planning efforts and helped to plan for community recovery? 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


PART 4 Implementing Compensation and Security 


Emergency Readiness Checklist (continued) 


Readiness Results 


Count your number of “Yes” responses to calculate a score. Your score is a general reflection of how 
much you know about emergency planning efforts at your business and/or how prepared your business 
may be for an emergency. 


QO) Ifyou have 8-11 “Yes” responses, you are well on your way to having a comprehensive and effective 
plan in place. 


Q) Ifyou have 4-7 “Yes" responses, while some aspects of your plan may be in place, you have some 
work to do to fill gaps. 


0 Ifyou have 1-3 “Yes” responses, get started immediately on developing an emergency plan for your 
business. This training program is a great first step! 


Planning for Emergencies 
© 2007 National Safety Council 


Source: National Safety Council. 


events. For example, a crisis management team would investigate a threat reported by 
an employee. The team’s mandate would be to gather facts about the threat, decide 
whether the organization should intervene, and, if so, determine the most appropri- 
ate method of doing so. Figure 12.5 shows what a crisis management team or other 
manager could do to calm an angry employee, for example. 

Of course, it is impossible to prepare for every emergency or disaster that could af- 
fect a firm, so what crisis management teams typically do is learn from past incidents 
and formulate strategies for dealing with them should they occur in the future. The 
September 11, 2001, attacks on the World Trade Center and Pentagon are perfect 
examples. The attacks made U.S. companies, particularly those in high-profile indus- 
tries such as the airline industry, sporting facilities, energy plants and dams, high-tech 
companies, financial institutions, and public and commercial buildings more cogni- 
zant of terrorism and how to prepare for it.*8 In unprecedented numbers, firms began 
looking at their operations for ways to improve their security. Among the measures 
organizations adopted following 9-11 were to lock all facilities and provide only em- 
ployees with electronic cards for entry; check the IDs of visitors; install video moni- 
tors, alarms, and blast-resistant glass in buildings; tighten the entry and security of 
their garage and parking facilities; and protect their computer systems against unau- 
thorized access and data theft. 

Crisis management teams and HR managers also play a key role when it comes to 
getting employees back to work and paid on time following an emergency. For example, 
after Hurricane Katrina, the Ritz Carlton HR's department set up a central command 
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FIGURE 
12 5 Calming an Angry Employee 


If you try to defuse a tense situation, remember that anger frequently results from a person’s 
feeling of being wronged, misunderstood, or unheard. Keep the following tips in mind to 
guide you. 


e Strive to save the employee’s dignity during an angry confrontation. Do not attack a 
person’s rash statements or continue a muddled line of thinking. 


Hold all conversations in private. Do not allow the employee to create an embarrassing 
public situation for himself or herself, yourself, or other employees. 


Always remain calm. Anger or aggressiveness on your part will trigger a similar response 
in the employee. 


Listen to the employee with an open mind and nonjudgmental behavior. Give the 
employee the benefit of hearing him or her out. 

Recognize the employee’s legitimate concerns or feelings. Agree that the employee has a 
valid point and that you will work to correct the problem. 


If the employee is very emotional or if the engagement seems out of control, schedule a 
delayed meeting so people can calm down. 


Keep the discussion as objective as possible. Focus on the problem at hand, not the 
personalities of individuals. A cornerstone of conflict resolution is to “attack the problem, 
not the personality.” 


If the employee appears overly aggressive, withdraw immediately and seek professional 
help before any further discussion with the employee. 


If your efforts fail to calm the employee, report the incident to your manager, security, or 
human resource personnel. 


Source: Adapted from professional literature on crisis management and seminars attended by the authors. 


post. HR directors from all over the country helped employees affected by the storm 
quickly transfer to new locations. Some workers may not want return to work due 
to the shock they experienced. Jim Martin, an employee assistance program profes- 
sional with the Detroit Fire Department, notes that after an incident, employees can 
experience shock, guilt, grief, apathy, resentment, cynicism, and a host of other emo- 
tions.” Employee assistance programs (EAPs) can be utilized to help workers such as 
these, educate them about benefits available to them, and in some cases, even locate 
them. The U.S. Postal Services EAP found families of 40 workers after Hurricane 
Katrina by sending a team wearing USPS EAP T-shirts and carrying signs to New 
Orleans’ Astrodome where victims had taken shelter.*! Crisis management teams are 
also responsible for disseminating public information and addressing the press. 


Creating a Healthy Work Environment 


As is apparent from its title, the Occupational Safety and Health Act was clearly de- How are health and 
signed to protect the health of employees as well as their safety. However, because of safety related? If your 
the dramatic impact workplace accidents have, managers and employees sometimes workplace is safe, does 
pay more attention to them than health hazards. Accidents happen quickly. The ef- that mean it is also 
fect of health hazards show up only over time. When they do show up, though, they healthy? Why or why 
adversely affect workers, their families, and their companies. not? 
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Job Safe 
and Healt 


It's the law! 


EMPLOYEES 
You have the right to notify your employer or OSHA 
about workplace hazards. You may ask OSHA to keep 


\diministratic j 


partment of Labor 


your name confidential, 


You have the right to request an OSHA inspection if you 
believe that there are unsafe and unhealthful conditions 
in your workplace. You or your representative may 
participate in that inspection 


You can file a complaint with OSHA within 30 days 

of retaliation or discrimination by your employer for 
making safety and health complaints or for exercising 
your rights under the OSH Act. 


You have the right to OSHA citations issued to your 
employer. Your employer must post the citations at or 
near the place of the alleged violations. 


Your employer must correct workplace hazards by the 
date indicated on the citation and must certify that 
these hazards have been reduced or eliminated 


You have the right to copies of your medical records 
and records of your exposures to toxic and harmful 
substances or conditions, 

Your employer must post this notice in your workplace. 
You must comply with all occupational safety and health 
standards issued under the OSH Act that apply to your 


own actions and conduct on the job 


EMPLOYERS 


You must furnish your employees a place of employment 


free from recognized hazards. 


You must comply with the occupational safety and health 
standards issued under the OSH Act 


This fre rava e from OSHA 
The Best Resource for Safety and Health 
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Ergonomics 


One way to help eliminate health 
hazards in the workplace is via er- 
gonomics. Recall that we discussed 
ergonomics in Chapter 4 when we 
looked at job design. Ergonomics 
focuses on ensuring that jobs are 
designed for safe and efficient work 
while improving the safety, comfort, 
and performance of users. Ergonom- 
ics can be as simple as rearranging 
a work station so fewer steps are 
needed to gather items or organizing 
items so they are within easier reach. 
Part of ergonomics involves looking at the design of equipment and the physical 
abilities of the operators who use it. There is substantial variation in the way people 
move depending on their physical sizes, genders, ages, and other factors. Designing 
equipment controls to be compatible with both the physical characteristics and the 
reaction capabilities of the people who must operate them and the environment 
in which they work is critically important. Ergonomics also considers the require- 
ments of a diverse workforce, accommodating, for example, women who may lack 
the strength to operate equipment requiring intense physical force or Asian Ameri- 
cans who may lack the stature to reach equipment controls, 

Ergonomics has proven cost-effective at organizations such as Compaq Com- 
puter, 3M, Pratt and Whitney, and the U.S. Postal Service and eliminated, or 
at least reduced, many repetitive motion injuries, particularly those related to 
the back and wrist. At Cessna Aircraft, factory employees use specially designed 
hand tools to reduce hand and arm tension. Rockwell Automation reduced shoul- 
der injuries to punch-press operators by purchasing hydraulic fork trucks to lift 
metal dies, a process formerly done manually, and Maple Landmark Woodcraft 
employed ergonomic education to reduce repetitive motion injuries caused by 
hammering. The key elements of successful ergonomic programs are shown in 


Figure 12.6.7? 


An ergonomically 
designed computer 
workstation like this 
will reduce the strain 
on the worker's eyes, 
neck and shoulders, 
wrists, and back. 


Jon Feingersh/Blend Images/Alamy 


Health Hazards and Issues 


At one time health hazards were associated primarily with jobs found in manufactur- 
ing operations. In recent years, however, hazards in jobs outside of plants, such as 
in offices, health care facilities, and airports, have been recognized, and methods to 
lessen these hazards have been adopted. Substituting materials, altering processes, 
enclosing or isolating a process, issuing protective equipment, and improving venti- 
lation are some of the common preventions. This section will review several of the 
more important health concerns to employees and employers. 


Cumulative Trauma Disorders 

Meat cutters, fish filleters, cooks, dental hygienists, textile workers, violinists, flight 
attendants, office workers at computer terminals, and others whose jobs require 
repetitive motion of the fingers, hands, or arms are reporting injuries in growing 
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FIGURE 
12 6 Key Elements for a Successful Ergonomics Program 


Companies with award-winning ergonomics programs list the following as common elements of success: 


e Provide notice and training for employees. Implement a well-publicized ergonomics policy or present ergonomic 
information in safety policies or training programs. Train employees, supervisors, and managers in basic workplace 
ergonomics. 


Conduct preinjury hazard assessment. Survey the workplace and work processes for potential hazards and adopt 
measures to lessen the exposure to ergonomic risk factors. Answer the question: “Are certain work areas more 
prone to ergonomic hazards than others?” 


Involve employees. Include employees in risk assessment, recognition of MSD symptoms, design of work-specific 
equipment or tools, and the setting of work performance rules and guidelines. 


Plan and execute. Integrate ergonomic responsibilities into the performance plans for all personnel. Demand 
accountability for program success. 


File injury reports. Encourage early reporting of MSD symptoms or injuries. Refer employees to the company’s 
medical facilities or to the employee’s personal physician for treatment. 


Evaluate and assess the ergonomics program. Periodically review the effectiveness of the ergonomics program. If 
the program appears to be ineffective, determine the underlying causes for failure and propose corrective changes. 


© Cengage Learning 2013 


cumulative trauma percentages.” Known as cumulative trauma disorders or repetitive motion injuries, 


disorders these musculoskeletal disorders (MSDs) are injuries of the muscles, nerves, tendons, 
Injuries involving tendons ligaments, joints, and spinal discs caused by repeated stresses and strains. One of the 
of the fingers, hands, and diti ; 1 l d hich is ch ized by tingli 

a een more common conditions is carpal tunnel syndrome, which is characterized by tingling 
from repeated stresses and or numbness in the fingers occurring when a tunnel of bones and ligaments in the 
strains wrist narrows and pinches nerves that reach the fingers and the base of the thumb. 


Without proper treatment, employees with carpal tunnel syndrome can lose com- 
plete feeling in their hands, Another cumulative trauma disorder prevalent among 
tennis players is tennis elbow. 

Ergonomics techniques are also successfully used to improve or correct workplace 
conditions that cause or aggravate cumulative trauma disorders.** Continuous de- 
velopments in office furniture, video display terminals, tool design, computer key- 
boards, and adjustable workstations are all attempts to make the work setting more 
comfortable—and, hopefully, more productive—but also to lessen musculoskeletal 
disorders. Minibreaks involving exercise and the changing of work positions have 
been found helpful. Importantly, these kinds of injuries often go away if they are 
caught early. If they are not, they may require months or years of treatment or even 
surgical correction, Also, when cumulative trauma disorders result from work activi- 
ties, they serve to lower employee productivity, increase employer health costs, and 
incur workers compensation payments. 

Employees’ musculoskeletal injuries are classified as recordable cases and must 
be reported on OSHA Form 300. OSHA enforces the removal of ergonomic haz- 
ards by issuing citations under the “general duty” clause of the Occupational Safety 
and Health Act. To help reduce musculoskeletal injuries, OSHA offers a series of 
eTools that address general ergonomic hazards and ergonomic hazards of specific 
occupations and industries. Baggage handling in the airline industry is an example. 
(See Figure 12.1.) 
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Computer Workstation Issues 

Figure 12.7 provides a checklist of potential repetitive motion problem areas for em- 
ployees using computers. Video display terminals (VDTs) are a particular concern. 
The problems that managers have to confront in this area fall into three major groups: 


1, Visual difficulties. VDT operators frequently complain of blurred vision, sore eyes, 
burning and itching eyes, and glare. 


2. Muscular aches and pains. Pains in the back, neck, and shoulders are common com- 
plaints of VDT operators. 


3. Job stress. Eye strain, postural problems, insufficient training, excessive workloads, 
and monotonous work are complaints reported by three-quarters of VDT users. 


To capitalize on the benefits of VDTs while safeguarding employee health, 
Dr. James Sheedy, a VDT and vision expert, offers these tips on how to minimize the 
negative effects of computer use on the eyes and body: 


= Place the computer screen four to nine inches below eye level. 


= Keep the monitor directly in front of you. 


FIGURE 
12 7 Computer Workstation Ergonomics Checklist 


Use the following list to identify potential problem areas that should receive further 
investigation. Any “no” response may point to a problem. 
1. Does the workstation ensure proper worker posture, such as 
e Thighs in the horizontal position? 
e Lower legs in the vertical position? 
e Feet flat on the floor or on a footrest? 
e Wrists straight and relaxed? 
. Does the chair 
e Adjust easily? 
e Have a padded seat with a rounded front? 
e Have an adjustable backrest? 
Provide lumbar support? 
e Have casters? 
. Are the height and tilt of the work surface on which the keyboard is located adjustable? 
. Is the keyboard detachable? 
. Do keying actions require minimal force? 
. Is there an adjustable document holder? 
. Are armrests provided where needed? 
. Are glare and reflections minimized? 
. Does the monitor have brightness and contrast controls? 
. Is there sufficient space for knees and feet? 
. Can the workstation be used for either right- or left-handed activity? 


Source: The National Institute for Occupational Safety and Health (NIOSH), Elements of Ergonomics Programs: 
A Primer Based on Workplace Evaluations of Musculoskeletal Disorders (Washington, DC: U.S. Government 
Printing Office, March 1997). 
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m Sit in an adjustable-height chair with lower back support and with feet flat on the 
floor. 


a Use shades or blinds to reduce the computer screen glare created by window 


lighting, 
a Elbows close to body and supported. 


= Wrist and hands in-line with forearms. 


Chemical Hazards 

Using the INTERNET The Bureau of Labor Statistics estimates workers suffer more than 55,000 
illnesses related to chemical exposures each year. It is not surprising, 
therefore, that the OSHA Hazard Communication Standard is the most 
frequently cited OSHA standard for general industry as well as for the con- 
struction industry. The purpose of the law is to ensure the testing and evalu- 
ation of chemicals by producers and the distribution of the chemical hazard 
information to users of the chemical. 

All hazardous chemical containers must be labeled with the identity of 
the contents and must state any appropriate hazard warnings. OSHA- 
published hazardous chemical regulations known as the Hazard Commu- 
nication Standard (HCS) prescribe a system for communicating these warnings. It 


Material Safety includes a format for Material Safety Data Sheets (MSDSs). MSDSs must include 
Data Sheets the chemical name of a hazardous substance; all of the risks involved in using it, in- 
(MSDSs) cluding any potential health risks; safe handling practices; personal protective equip- 
Documents that contain vital ment needed; first aid in the event of an accident; and information identifying the 


information about hazardous 


substances manufacturer. OSHA-required chemical training includes informing employees of 


the methods used to detect the presence or release of hazardous chemicals, the physi- 
cal and health problems posed by hazardous chemicals, and the ways in which em- 
ployees can protect themselves from chemical dangers. 

Chemical hazards can affect the reproductive health of either women or men. In 
an important case concerning women, the U.S. Supreme Court ruled in International 
Union v. Johnson Controls (1991) that employers may not bar women of childbearing 
age from certain jobs because of potential risk to their fetuses.°° The court said that 
such policies are a form of sex bias that is prohibited by federal civil rights law. The 
decision has made it important for employers to inform and warn female workers 
about fetal health risks on the job. 


Smoking and Tobacco Smoke 

Virtually all large organizations and even smaller ones have initiated smoking policies 
specifying when and where smoking will be allowed in their organizations, if at all. 
In developing smoking policies, it is advisable to have the involvement of both smok- 
ers and nonsmokers. Merck, Comerica, Hallmark, Southwest Airlines, and Marriot 
Hotels are among the companies that have involved both smokers and nonsmokers in 
the development of their smoking policies. 


Bloodborne Pathogens 

You have probably noticed that when technicians clean your teeth or draw your 
blood, they wear rubber gloves, eye protection, masks, and other protective devices, 
Exposures to blood and other body fluids occur across a wide variety of occupations 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 12 Promoting Safety and Health 


and can result in employees contracting diseases. The pathogens of primary concern 
are the human immunodeficiency virus (HIV), hepatitis B virus (HBV), and hepati- 
tis C virus (HCV). Workers can be exposed to blood through needlestick and other 
sharp-object injuries, mucous membranes, and skin exposures. 

In industries where employees may come in contact with blood or other body flu- 
ids (such as medical response teams, hospitals, and nursing homes), employers are 
required to follow OSHAs numerous bloodborne pathogen standards. For example, 
employers must provide employees with protective equipment, train them to handle 
blood and body fluids, properly disinfect equipment, and dispose of waste materials. 


Small Business Application ulil 


OSHA Resources for Small Businesses 


Meeting all of OSHA's requirements can seem like a daunting task for small businesses, especially ones just setting up 
shop. Fortunately, for business owners and entrepreneurs, the Occupational Safety and Health Administration has a 
wealth of resources and programs designed to help small businesses keep their workers safe, lower employee injuries, 
illnesses, and absenteeism rates, decrease workers’ compensation costs, and limit the damage to equipment and prod- 
ucts as a result of accidents. The agency estimates that for every dollar a small business invests in safety in health 
measures, it can reap as much as $4-5 dollars in savings in terms of these costs. 

We mentioned OSHA's eTools earlier in the chapter. In addition to numerous publications designed for small busi- 
nesses, the agency also has online “Quick Start” modules for various industries located on its website. The modules, 
which are for businesses just being launched, contain step-by-step guidelines employers can use to generate an initial 
set of OSHA compliance materials tailored to their workplaces. 

One of OSHA's most popular resources is its free and confidential Free Onsite Consultation Program, which helps 
small employers identify potential occupational hazards. In 2010, OSHA provided free onsite consultations to more 
than 30,000 small businesses that employ 1.5 million workers. To set up a consultation, an employer simply calls the 
nearest OSHA office in his or her area. On the day of the consultation, the employer, his or her employees, and an 
OSHA consultant do a walk-through to examine conditions in the workplace. The consultant will note both the safe 
and unsafe conditions and suggest approaches for solving the latter. Following the visit the consultant will provide the 
employer with a written report containing the information. The consultant can also provide training and education to 
the employees in the firm, and, if it meets the criteria for OSHA's SHARP program (see p. XXX), recommend the organi- 
zation be given a one-year exclusion from OSHA's programmed, or regular, inspections. 

Michael Foods, Inc., an Elizabeth, New Jersey, food company, scheduled an onsite consultation after receiving a 
letter from OSHA notifying the company that it was a likely candidate for inspection due to its workplace injury and 
illness rates. “When you want to know if your company is doing all the right things as it relates to health and safety, 
who better than OSHA to tell you,” says Damir Tutundzic, the company’s safety manager. Michael Foods went further 
than just getting a consultation. It followed OSHA's recommendations and now has the SHARP designation. Productiv- 
ity is up, and at one point the distribution center had worked over 1,500 days without any lost time incidents and over 
700 days without a reportable accident. “ALL of these efforts led to a reduction in workers’ compensation costs of nearly 
$250,000 and 100 percent employee engagement,” says Tutundzic. 


Source: Small Business Success Stories (Washington, DC: Occupational Safety and Health Administration), accessed May 25, 2011 at http://www.osha.gov. 
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Employers must also make available to their employees any vaccines that could pre- 
vent a worker from becoming infected, such as the vaccine for hepatitis B. Addition- 
ally, OSHA requires specific record-keeping for “at-risk” employees who have been 
exposed to bloodborne pathogens. 


Building Better Physical and Emotional Health 
among Employees 
Along with improving working conditions that are hazardous to employee health, em- 


How would you ployers today are cognizant of the physical and emotional health of their employees 


describe the physical and thus provide them with programs to maintain and improve both, Firms are doing 
andl amotonal health so not only to lower their health costs but because they recognize that employees not 
of the people you work distracted by health problems are able to operate more safely. Better health can also 
with ar have worked reduce absenteeism, increase efficiency and creativity on the part of employees, and 


with in the past? What lead to better morale and teamwork among them. An organization with a healthy, 


role do employers play safe, resilient, and creative workforce is certainly in a better position to compete than 


whendt Gomes tothe an organization with unhealthy workers. 
emotional haalthcor Recall that we discussed employee assistance programs (EAPs) in Chapter 11. 
their worker? As we have indicated, EAPs can help employees with a range of problems. We men- 


tioned how the United States Postal Service utilized its EAP to locate workers after 
Hurricane Katrina, EAPs can also help workers with relationship, marital, and family 
problems; anger, depression, anxiety, and stress; and eldercare demands. Workplace 
issues, addiction, and self-improvement are other areas in which EAPs provide work- 
ers with help. If an employee's situation necessitates it, the EAP refers the worker 
to inhouse counselors or outside professionals. Next, we look at some of the issues 
employees face in terms of their physical and emotional health that EAPs and other 
workplace programs can address. 


Wellness and Weight Issues 
In Chapter 11 we mentioned wellness programs. Discovery Communication in Silver 
Spring, Maryland, provides a wellness center. The company employs a medical as- 
sistant, nurse practitioner, and physician who offer health services, including stress 
management, consultation and techniques, fitness programs, and podiatry care?” 
Appleton, a Wisconsin manufacturer of performance packaging products, promotes 
corporate fitness through its fitness facility, staffed with licensed trainers and YMCA 
physical fitness experts. The center offers four primary areas of programming: onsite 
physical rehabilitation, ergonomics/injury prevention, fitness, and education.” An 
organization might also distribute wellness literature to its employees obtained from 
the Association for Worksite Health Promotion or the National Wellness Institute.’ 
Xerox gives its employees a publication titled Fitbook that includes chapters on the 
hazards of smoking and the effects of alcohol and drug abuse, facts on nutrition and 
weight control, and guidelines for managing stress and learning to relax. It is also 
not uncommon for wellness programs to utilize alternative medicine approaches such 
as relaxation techniques and hypnosis, chiropractic care, acupuncture, homeopathy, 
herbal therapy, special diets, and massage to help employees with a variety of health 
problems. For example, Paula Cates, a massage therapist in Denver, Colorado, uses 
massage to reduce the stress and tension employees experience and improve their cir- 
culation and range-of-motion activities. 

We also mentioned weight-related problems and obesity in Chapter 11. As you 
know, excess weight can affect the health of a worker and his or her productivity, 
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A study by Duke University researchers who examined the records of nearly 12,000 
university employees found that obese employees experienced medical costs that 
were more than five times higher than those of nonobese workers. They also missed 
eight times the number of workdays, which by some estimates costs companies an 
estimated $5.5 billion a year in lost productivity.°! The Duke study also found that 
morbidly obese workers file 45 percent more worker’s compensation claims and take 
longer to recover from injuries.© 

Not surprisingly, employers are launching or improving programs specifically de- 
signed to help employees maintain or lose weight by exercising and eating properly. 
For example, a nutritional component is part of the wellness program of JWT, a New 
York advertising firm. Nutritional programs address two lifestyle changes: (1) in- 
creasing a person's physical exercise (via walking, jogging, bicycling, and so on) and 
(2) adopting nutritional dietary programs that emphasize eating lots of fruits and 
vegetables, fish, and low-fat dairy products. Stephanie Pronk, the chief health offi- 
cer at RedBrick Health, a Minneapolis health technology and services company, notes 
that employers today are trying to create a “culture of wellness” that makes thinking 
about maintaining a healthy weight second nature to employees.” 

Case managers who manage the care of employees injured on the job are now tak- 
ing people's weight into account when planning for their recovery, and if they are 
obese, getting them the resources they need to return to work more quickly than they 
otherwise would. For example, until they are fully recovered, they might be put on 
light duty, which is work that is less demanding, 


Job Stress and Burnout 
It is no secret that employees today are more stressed out than they have been in years 
past. A Gallup poll recently found that 30 percent of employees were dissatisfied with 
the amount of stress they experience in the workplace, a number that is up 10 percent 
since 2002. Stress is any demand on the individual that requires coping behavior. Stress stress 
comes from two basic sources: physical activity and mental or emotional activity. The Any adjustive demand 
physical reaction of the body to both types of stress is the same. Psychologists use two eae 
separate terms to distinguish between positive and negative forms of stress, even though quires coping behavior 
reactions to the two forms are the same biochemically, Eustress is positive stress that 
accompanies achievement and exhilaration.™ This type of stress is regarded as aben- — eustress 
eficial force that helps us to forge ahead against obstacles. What is harmful is distress. Positive stress that accom- 
Stress becomes distress when we begin to sense a loss of our feelings of security and panies achievement and 
adequacy. Helplessness, desperation, and disappointment turn stress into distress. eet 
Burnout is a severe stage of distress. Career burnout generally occurs when a per- 
son begins questioning his or her own personal values. Quite simply, the person no , 
longer feels that what he or she is doing is important. Depression, frustration, and a Harmful strass:characierized 
by a loss of feelings of secu- 
loss of productivity are all symptoms of burnout. Burnout is due primarily to a lack rity and adequacy 
of personal fulfillment in the job or a lack of positive feedback about one’s perfor- 
mance.®” In organizations that have downsized, remaining employees can experience burnout 
burnout because they must perform more work with fewer coworkers. Overachievers A severe stage of distress, 
can experience burnout when unrealistic work goals are unattainable.°® manifesting itself in depres- 
. e 5 sion, frustration, and loss of 
The causes of workplace stress are many. However, according to a study by Lluminari, productivity 
a national health care company, four factors have a major influence on employee stress: 


distress 


= High demand: having too much to do in too short a time 


« High effort: having to expend too much mental or physical energy over too long a 
period 
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« Low control: having too little influence over the way a job is done on a day-to-day 
basis 


= Low reward: receiving inadequate feedback on performance and no recognition for 
a job well done. 


Other job stressors include layoffs and organizational restructuring; disagreements 
with managers or fellow employees; prejudice because of age, gender, race, or religion; 
inability to voice complaints; and poor working conditions. Even minor irritations 
such as lack of privacy, unappealing music, and other conditions can be distressful to 
one person or another. 

Job stress places both women and men at risk for fatigue, high blood pressure, car- 
diovascular problems, depression, and obesity and increases employee susceptibility 
to infectious diseases. Studies have shown that work-related stress contributes to in- 
juries and illnesses. All of these contribute to higher health care costs and can lower 
productivity, job satisfaction, and retention.°? Stress is also the most frequently cited 
reason employees give for why they would leave a company.”° 

HR professionals are well aware of the negative effects of workplace stress on em- 
ployees’ health and job performance.’! In one study, 48 percent of employers said 
stress caused by working long hours affects business performance, and 29 percent 
said stress caused by widespread use of technology—such as cell phones and personal 
digital assistants—negatively affects business outcomes. Armed with this awareness, 
many employers have developed stress management programs to teach employees 
how to minimize the negative effects of job-related stress.’”* A typical program might 
include instruction in relaxation techniques, coping skills, listening skills, methods of 
dealing with difficult people, time management, and assertiveness. 

All of these techniques are designed to break the pattern of tension that accompa- 
nies stressful situations and to help participants achieve greater control of their lives, 
Organizational techniques, such as clarifying the employee's work role, redesigning 
and enriching jobs, correcting physical factors in the environment, and effectively 
handling interpersonal factors should not be overlooked in the process of teaching 
employees how to handle stress. Stress management counselors recommend several 
ways to resolve job-related stress as described in Figure 12.8. 


FIGURE 
12 g Tips for Reducing Job-Related Stress 


Build rewarding relationships with your coworkers. 

Talk openly with managers or employees about your job or personal concerns. 

Prepare for the future by keeping abreast of likely changes in your job’s demands. 

Do not greatly exceed your skills and abilities. 

Set realistic deadlines; negotiate reasonable deadlines with managers. 

Act now on problems or concerns of importance. 

Designate dedicated work periods during which time interruptions are avoided. 

When feeling stressed, find time for detachment or relaxation. 

Do not let trivial items take on importance; handle them quickly or assign them to others. 
Take short breaks from your work area as a change of pace. 


© Cengage Learning 2013 
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Depression 
Emotional problems and personal crises become organizational problems when they 
affect people's behavior at work and interfere with their job performance.’* The most 
prevalent problems among employees are personal crises involving marital, family, 
financial, or legal matters.’* Most personal crises are resolved in a reasonable pe- 
riod of time. Unfortunately, when a personal crisis lingers, it can lead to depression. 
Depression is a decrease in functional activity accompanied by persistent symptoms depression 
of low spirits, gloominess, and sadness. The National Institute of Mental Health A negative emotional state 
estimates that nearly 17 million Americans, or as much as 10 percent of the adult marked by feelings of low 
i j . $ i spirits, gloominess, sadness, 
population, experience depression each year. A recent study by Harvard University and loss of pleasure in ordi- 
School of Public Health and the World Health Organization found that by 2020, nary activities 
depression will be second only to heart disease as a cause of medical and physical 
disability.” 
Fortunately, with available treatment, 70 percent of depressed individuals will sig- 
nificantly improve, usually within a matter of weeks, Managers are in a good position 
to identify the signs of depression on the job.” They include decreased energy on the 
part of an employee, concentration and memory problems, guilt feelings, irritability, 
and chronic aches and pains that do not respond to treatment. Managers and super- 
visors who suspect an employee is depressed are encouraged to express their concerns 
to the person, actively listen to him or her, and—should the depression persist— 
suggest professional help.” Under no circumstances should managers attempt to play 
amateur psychologist and try to diagnose an employee's condition.” Mood disorders 
such as depression are complex in nature and do not lend themselves to quick diag- 
noses. Furthermore, in reviewing such cases, the organization should pay particular 
attention to workplace safety factors because there is general agreement that emo- 
tional disturbances are primary or secondary factors in a large portion of industrial 
accidents and incidents of violence. 


Alcoholism 
Nearly 6 million working Americans bring their alcohol problems to the workplace.” 
It has been estimated that business and industry lose more than $20 billion each year 
because of alcoholism. It is a disease that affects both the young and old, is prevalent 
across the sexes, and affects workers in every occupational category—blue-collar and 
white-collar.®° 

Alcoholism follows a rather predictable course. It typically begins with social drink- 
ing getting out of control. As the disease progresses, the alcoholic loses control over 
how much to drink and eventually cannot keep from drinking, even at inappropriate 
times. The person uses denial to avoid facing the problems created by the abuse of 
alcohol and often blames others for these problems. 

The first step in helping the alcoholic is to awaken the person to the reality of his 
or her situation. A supervisor should carefully document the evidence of the person's 
declining performance on the job and then confront the employee with unequivocal 
proof to that effect. The employee should be assured that help will be made available 
without penalty, Because the evaluations are made solely in terms of poor on-the-job 
performance, a supervisor can avoid any mention of alcoholism and allow such em- 
ployees to seek aid as they would for any other problem. 

Employers must remember that alcoholism is classified as a disability under the 
Americans with Disabilities Act (ADA—see Chapter 3), Alcoholism is regarded as 
a disease, similar to a mental impairment. Therefore, a person disabled by alcoholism 
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is entitled to the same protection from job discrimination as any other person with a 
disability. However, under the ADA, employers can discipline or discharge employees 
when job performance is so badly affected by alcohol usage that the employee is un- 
able to perform the job.*! 


Drug Abuse 

Like alcohol abuse, the abuse of illegal drugs by employees costs businesses billions 
annually in terms of safety risks, theft, reduced productivity, absenteeism, and acci- 
dents. A wide range of employers, including federal contractors and private and pub- 
lic transportation firms, are subject to regulations aimed at eliminating the use of 
illegal drugs on the job. The federal antidrug initiatives include the following: 


1, The Drug-Free Workplace Act of 1988, which requires federal contractors and 
recipients of federal grants to take specific steps to ensure a drug-free work envi- 
ronment. One of the main provisions of the act is the preparation and distribu- 
tion of an antidrug policy statement, a sample of which is shown in Highlights in 


HRM 6, 


2. Department of Defense (DOD) contract rules, which specify that employers en- 
tering into contracts with the DOD must agree to a clause certifying their inten- 
tion to maintain a drug-free workplace. 


3. Department of Transportation (DOT) regulations, which require that employees 
whose jobs include safety- or security-related duties be tested for illegal drug use 


under DOT rules. 


To help employers benefit from being drug-free and to further its mission to help 
companies maintain safe, healthy, and productive workplaces, the U.S. Department 
of Labor created the Working Partners for an Alcohol and Drug-Free Workplace. 
This goal of the agency is to raise awareness about the impact of substance abuse 
in the workplace and provide employers with substance abuse prevention informa- 
tion. Additionally, the Department's Drug-Free Workplace Advisor provides infor- 
mation to employers about how to establish and maintain an alcohol- and drug-free 
environment.®” 

The ADA considers an individual with a serious, life-affecting drug problem to 
be disabled, provided the person is enrolled in a drug treatment program and not 
currently using drugs. The person's employer therefore must make reasonable accom- 
modations for his or her disability, Reasonable accommodations might include time 
off from work or a modified work schedule to obtain treatment. As we noted earlier, 
federal regulations require employers to test their workers for drug use under certain 
specified conditions.’ The issues related to drug testing under state and local laws 
are discussed in Chapter 13 in the context of employee rights. 

The abuse of legal drugs can also pose a problem for employees.* In fact, unlike 
marijuana, cocaine, and other illegal drugs, according to Quest Diagnostics, a blood- 
testing company, both employees’ prescribed use and misuse of opiates such as Hy- 
drocodone and Oxycodone have been rising sharply. Employees who abuse legal 
drugs—those prescribed by physicians—often do not realize they have become ad- 
dicted or how their behavior has changed as a result of their addiction. Also, manag- 
ers should be aware that some employees may be taking legal sedatives or stimulants 
as part of their medical treatment and that their behavior at work may be affected by 
their use of these drugs. 
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HIGHLIGHTS IN HRM 


Substance Abuse Policy Statement 
for the “Red Lions” 


The policy for the Marine Heavy Helicopter Squadron 363, or “Red Lions” reads: Substance abuse degrades the effective 
performance of Marines and Sailors, is a detriment to our combat readiness, and is contrary to our Core Values and, 
therefore, will not be tolerated. Additionally, substance abuse destroys the health of our Marines and Sailors, their 
careers, and eventually their families. As Red Lions, we are professionals and are responsible for our actions and will be 
held accountable. Those who tolerate substance abuse in others have let me and the squadron down as well. If you test 
positive for illegal drug use you will be charged under the UCMJ and processed for separation from the Corps. 


Red Lions will not engage in, or tolerate in others, the possession, use, trafficking, or distribution of illegal drugs or 
drug paraphernalia—zero tolerance. Substance abuse is not just illegal drugs. Any drug not used for its intended pur- 
pose or used in excess constitutes substance abuse. Any substances used for the intent of getting high are included 
in substance abuse. We work daily in a hazardous environment. Drug and alcohol abuse reduces our ability to think 
clearly, assess risks, and react properly. This puts everyone in danger, which is why it is intolerable. 


We will take care of our fellow Red Lions through prevention and timely identification. Anyone classified as having a 
drug or alcohol incident will be referred to the Substance Abuse Control Officer, screened, counseled, and, if needed, 
sent to the Substance Abuse Counseling Center for a medical evaluation. If diagnosed as drug or alcohol dependent, 
they will be assigned to the appropriate treatment program. 


We must ensure that every member of HMH-363 is committed to eradicating substance abuse from our squadron. Lead- 
ers at all levels shall use available resources to eliminate substance abuse. We will take preemptive action through en- 
gaged leadership, training, counseling, and constant vigilance. Failure to do so unnecessarily exposes us to potential 
loss of life, damage to valuable equipment, degraded readiness, and the inability to complete our mission. 


The Occupational Safety and 
Health Act was designed to assure, so far as pos- 
sible, safe and healthful working conditions for ev- 
ery working person. In general, the act extends to 
all employers and employees. The Occupational 
Safety and Health Administration (OSHA) sets 
health and safety standards, ensures employers and 
employees comply with them, and provides safety 
and health consultation and training where needed. 
Both employers and employees have certain respon- 
sibilities and rights under OSHA. Employers not 


only are required to provide a hazard-free work en- 
vironment, but also must keep employees informed 
about OSHA requirements and provide them with 
protective equipment when necessary and ensure 
they wear it. Under the “right to know” regulations, 
employers are required to keep employees informed 
of hazardous substances and instruct them in avoid- 
ing the dangers presented. Employees, in turn, are 
required to comply with OSHA standards, to report 
hazardous conditions, and to follow all employer 
safety and health regulations. 
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To provide safe working con- 
ditions for their employees, employers typically es- 
tablish a formal safety program in liaison with their 
HR departments. The program may have many fac- 
ets, including providing safety knowledge and moti- 
vating employees to use it, making employees aware 
of the need for safety, and rewarding them for safe 
behavior. Incentives such as praise, public recogni- 
tion, and awards are used to involve employees in the 
safety program. Employers also engage their workers 
by asking them to join safety committees, help de- 
velop safety procedures, observe the safety practices 
of their coworkers, and investigate any accidents. 
The maintenance of required records from accident 
investigations provides a basis for information that 
can be used to create a safer work environment. 


Job conditions that are danger- 
ous to the health of employees are now receiving 
much greater attention than in the past. There is 
special concern for toxic chemicals that proliferate at 
a rapid rate and may lurk in the body for years with- 
out outward symptoms. Health hazards other than 
those found in manufacturing operations—such 
as video display terminals and cumulative trauma 
disorders—present special problems many firms are 
addressing with ergonomic solutions, Secondhand 
smoke and bloodborne pathogens are two other 
health hazards that have received greater attention 
in recent years, 


burnout eustress 
cumulative trauma disorders 
depression 

(MSDSs) 


recordable case 


distress 
emergency action plan 
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fitness-for-duty evaluation 
Material Safety Data Sheets 


Along with providing safer 
and healthier work environments, many employ- 
ers establish programs that encourage employees 
to improve their health habits. Wellness programs 
that emphasize exercise, nutrition, weight control, 
and avoidance of harmful substances serve employ- 
ees at all organizational levels. Alternative medicine 
approaches such as relaxation techniques and hyp- 
nosis, chiropractic care, acupuncture, homeopathy, 
herbal therapy, special diets, massage, and so forth 
are also used to help employees with a variety of 


health problems. 
EUNN An important dimension to 


health and safety is stress that comes from physi- 
cal activity and mental or emotional activity. Many 
sources of stress are job related. Employers can 
develop stress management programs to help em- 
ployees learn techniques for coping with stress. In 
addition, organizations need to redesign and enrich 
jobs, clarify the employee's work role, correct physi- 
cal factors in the environment, and take any other 
actions that will help reduce stress on the job. Un- 
checked, stress can lead to depression, alcoholism, 
and drug abuse, which if severe enough, can be re- 
garded as disabilities under the Americans with Dis- 
abilities Act. Managers need to be aware of the signs 
of these diseases and be prepared to help employees 
via EAPs or counseling and by making reasonable 
accommodations for the employees’ treatment. 


right-to-know laws 
stress 
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Discussion Questions € 


When OSHA was enacted in 
1970, it was heralded as the most important new 
source of protection for the U.S. worker in the sec- 
ond half of the twentieth century. From the informa- 
tion in this chapter, what is your opinion about the 
effectiveness or the ineffectiveness of the act? Should 
it be expanded, or it should businesses have more 
freedom to determine safety standards for their 
workers? 


ee) What steps should management 
take to increase the motivation of their employees to 
operate safely? 


ee An unhealthy work environ- 


ment can lower productivity, contribute to low 

morale, and increase medical and workers’ compen- 

sation costs. Working individually or in teams, list 

specific ways managers can: 

a. Reduce cumulative trauma injuries 

b. Limit employees’ exposure to chemicals 

c. Address employee fears caused by bloodborne 
pathogens 


To live a healthier life, medical 
professionals say we need to identify those things we 
currently do that either impair or contribute to our 
health. Prepare a list of those activities you do that 
are beneficial or harmful to your overall health. Dis- 
cuss with others a way to develop a lifetime program 


for a healthy lifestyle. 


Identify the sources of stress in 

an organization. 

a. In what ways do they affect the individual em- 
ployee? The organization? 

b. What can managers and supervisors do to make 
the workplace less stressful? 
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HRM EXPERIENCE 


Job stress and its negative effect on both employees and the organization are a growing concern for managers and 
supervisors. As the text discusses, employee distress costs employers staggering amounts of money in lost productiv- 
ity, absenteeism, turnover, increased workers’ compensation claims, and health care costs. The cost of distress on the 
personal lives of employees is immeasurable. 


Stress management programs typically focus on three things to reduce workplace stress: (1) They identify factors in jobs 
that create stress, (2) they discuss specific techniques and managerial practices that help elevate workplace stress, 
and (3) they help individuals identify personal characteristics that serve to increase or decrease stress for them. 


Assignment 


1. Working in groups of four to six individuals, identify any personal experiences you or people you know have had 
with workplace stress. Explain exactly what conditions or incidents caused the stress. Suggest ways to reduce or 


eliminate these stressful conditions. 


2. Stress management often begins by having individuals identify their skills and abilities and jobs that will help 
them succeed. Assessing our preferences and skills can help us understand why some tasks or roles are more 
stressful than others. Identify work-related stress by answering these questions: 

e What skills do I have that enjoy and am currently using in my job or would like to use in a job? 
e What skills do I enjoy that am I currently not using in any work-related capacity? 
e What specific things about my job or jobs that I have do I really like? 


e What are things about my job that I dislike? 


e Based on my personal skills and abilities, what would my perfect job be? What degree of stress might I experi- 
ence? Does it depend entirely on my preferences, skills, or other factors? 


On the Job: Video Cases 


Employee Health and Safety at BuyCostumes.com 


The COO of BuyCostomes.com discusses worker 
protection regarding the health, safety, and security 
of employees. The need for policies on safe equip- 
ment usage and the training and certification of 
employees is covered. Security issues are mentioned 
in the use of limited building access and video cam- 
eras in the parking lot. Health issues are addressed 
by noting the training of employees in CPR and 
the placement of medical kits in the workplace. The 
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voice-over mentions other issues such as emergency 
planning, drugs, smoking, and wellness programs. 


What to Watch for and Ask Yourself 


a What are the security issues that most concern to 
the company, What natural or manmade disasters 
would BuyCostumes.com be subject to for which 
it should be prepared? Note that BuyCostumes. 


com is located in New Berlin, Wisconsin, a suburb 
of Milwaukee. 
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a If BuyCostumes.com were concerned about = Considering the intense workplace at 


whether forklift operators were impaired by drugs BuyCostumes.com during the two months before 
or alcohol, what could it do to prevent accidents Halloween, what would be the largest concern for 
due to impairment? If a qualified individual the mental and emotional health of employees? 
who had formerly been addicted to illegal drugs How could the firm could the firm deal with this 
applied for a job as a forklift operator, would this concern? 


count against him in hiring? 


The facts of the case are straightforward. A shop floor dispute at an automobile parts 
manufacturing plant in Hamilton, Iowa, ended with one worker killing another. At 
about 2:00 p.m. on August 12, 2011, police responded to a report of a fight that 
erupted between two employees. When members of the Hamilton Police Depart- 
ment’s Violent Crime Unit arrived, they found Mark Lomas seriously injured. Lomas, 
thirty, died three hours later at Good Samaritan Memorial Hospital. The other em- 
ployee, Thomas Waycross, was charged with second-degree murder. 

During the investigation of the incident, employees noted that Lomas and Way- 
cross often “bickered” when working together. One employee remarked that Waycross 
liked to “act tough.” Another employee claimed that Waycross had a“Rambo-type” 
personality. It was widely known that management had told both employees to “learn 
to get along” or quit. 

When asked about the incident, police spokesperson Kathy Calder remarked,“Em- 
ployers must be vigilant when monitoring for signs of potential workplace violence.” 
Nancy Lomas, Mark's wife, has filed a negligence lawsuit against the company. 


Questions 


1. What are some violence indicators an employee might display? 
2. What are some actions management can take to help prevent workplace violence? 
3. How can employees protect themselves against workplace violence? 


Source: Adapted from a case known to the authors. All names and locations are fictitious. 


Job fatigue and stress are significant problems faced by employees and their manag- 
ers. Unfortunately, when a case of depression arises as a result, trying to resolve the 
problem may be difficult—sometimes leading to conflict—as this case illustrates. 
Donald Knolls was an air traffic control supervisor for International Gateway Air- 
port (IGA), an airport serving a major metropolitan area. In 2011, Donald began 
to experience depression-related problems due largely to severe stress and fatigue on 


Rambo Goes 
Violent 


Too Much 
Fatigue and 
Stress? You 
Decide 
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the job. A few months later, he requested and was granted a disability leave for treat- 
ment of his illness. After eight months, his personal physician, an expert in depres- 
sion treatment and a licensed consulting psychologist, agreed that he was sufficiently 
improved to return to his former position. 

IGA then sent Donald to the physician it had used when Donald first requested 
his disability leave. After an extensive evaluation, the doctor concluded that Donald, 
while he had made considerable strides in overcoming his depression, should not 
be immediately returned to his former supervisory position because the conditions 
of the job had not changed and Donald was apt to find the stress too great. In- 
stead, he recommended that Donald be returned to a nonsupervisory position on 
a six-month trial basis, with the case to be reviewed at the end of that time. IGA 
followed the advice of its doctor and did not return Donald to a supervisory posi- 
tion. Donald, angered by management's decision, filed a grievance through IGA’s 
alternative dispute resolution procedure, a procedure that could end in binding 
arbitration. 

During several meetings between Donald and management, the employer main- 
tained that it had the right to rely on the medical opinion of “a fair and impartial” 
doctor who had determined that Donald should not be returned to the position that 
was the cause of his original stress-related emotional problems. Additionally, man- 
agement pointed out to Donald that IGA’s disability leave provision states that it 
“may require appropriate medical documentation if it believes an employee is not fit 
to return to his or her former position.” 

Donald responded, through an attorney he hired to represent his position, that 
the disability leave provisions were clear but, nevertheless, biased against an em- 
ployee because they completely disregarded the opinion of his physician and psy- 
chologist. According to Donald, “Why bother to get expert medical opinions if 
they are dismissed?” He further noted, “I have never felt better. I’m really ready 
to get back to my job.” Finally, Donald’s lawyer contended that Donald was the 
victim of discrimination based on his former state of depression: “What happened 
to Donald would not have happened if his illness had been a more conventional 
physical injury.” 


Questions 


1, When conflicting medical opinions are presented, should the advice of a medical 
expert count more heavily than the opinion of a general physician? Explain your 
answer. 

2. Is the charge of discrimination presented by Donald's lawyer relevant to this case? 
Explain your answer. 

3. If you were presented with this case, what decision would you reach? Explain. 


Source: Adapted from a case known to one of the authors. All names are fictitious. 
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ANSWERS TO HIGHLIGHTS IN HRM 1 


1. True 
2. True 
3. True 
4. d. 80 
5. False 


6. Unsafe acts (85 percent of all accidents) 


Hazard communication program elements 
Safety programs in place 

Employee and employer responsibilities 
Safety communication in the workplace 


8. True 
9, False 


7. The company position on safety and health 


The identity of the safety coordinator 


Rules and regulations 
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n this chapter, we discuss the rights of employees, the privacy they can expect in 

the workplace, and employee discipline. According to Robert J. Deeny, an employ- 

ment attorney, employee rights and workplace privacy continue to be the “hottest 
and expanding employment law topics into the twenty-first century.”! Drug testing; the 
privacy of employees when they use the Internet, visit social networking sites, and send 
out Twitter messages; and camera surveillance in the workplace are among the topics 
routinely being debated today. Other employee-rights-related topics making their way 
into the debate are the use of radio frequency identification (RFID), global positioning 
systems, biometric technology, and company-provided cell phones to track and locate 
employees. 

Without a doubt, the advance of technology and the tools it offers is blurring the lines 
between the personal freedom and privacy rights of workers and their employers to moni- 
tor and control their activities.* But despite the confusion, organizations and managers 
still need to have an idea of where the lines lay so they do not inadvertently cross them. 
This is where HR managers play a crucial role. To be effective they must stay abreast of 
current laws, agency regulations, and court rulings, establish written employment poli- 
cies based on this information, and educate the staff members in their organizations 
about them. This is not that difficult, but it takes dedication. It also sets good HR man- 
agers apart from the pack. 

Disciplining and discharging employees is another area in which HR managers need to 
help develop clear policies for their organizations. In one discharge case, General Electric 
was ordered to pay Hemant K. Mody, a long-time engineer, $11.1 million, including $10 
million for punitive damages. The jury concluded that the discharge was improper since 
Mody had been fired in retaliation for complaining about bias.? Because disciplinary ac- 
tions can be challenged and possibly reversed through government agencies or the courts, 
also included in this chapter is a discussion of alternative dispute resolution techniques 
as a way to settle differences between employees and their employers. Finally, because 
ethics is an important element of organizational justice, the chapter concludes with a 
discussion of organizational ethics in employee relations. 


Employee Rights and Privacy 


employee rights Employee rights can be defined as the guarantees of fair treatment that workers expect 
Guarantees of fair treatment in return for their services to an employer. These expectations become rights when 
te eal T aa they are granted to employees by the courts, legislatures, or employers. Over the course 
ees by the courts, legisla- of the last 50 or so years, various antidiscrimination laws, wage and hour statutes, and 
tures, or employers safety and health legislation have secured basic employee rights and brought numerous 


job improvements to the workers in the United States. Included among those rights 
are the rights of employees to protest unfair disciplinary actions, to question genetic 
testing, to have access to their personal files, to challenge employer searches and moni- 
toring, and to be largely free from employer discipline for off-duty conduct.* 

The evolution of employee rights is a natural result of the evolution of societal, 
business, and employee interests.” We have already explained that workplace-privacy 
issues have received a great deal of attention lately. For example, employees may feel 
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they have an expectation of privacy regarding their personal phone calls made from 
work phones, their e-mail messages sent from computers in the workplace, or free- 
dom from employers’ random searches of their personal belongings. However, as one 
legal commentator notes,“ When employers clearly state that there is no expectation 
of privacy, it’s hard to argue that a reasonable person could have such an expecta- 
tion.’ Legal scholars recognize that the protection of employee privacy rights extends 
only so far; federal and state courts generally view the privacy rights of employees 
as minimal. 

For example, consider the issue of camera surveillance. Generally it is legal to install 
cameras in the workplace (except for installations in bathrooms and locker rooms), 
as long as employees are informed about them. However, after pornography was dis- 
covered on one of its computers, a California children’s home for abused children in- 
stalled hidden surveillance cameras in an office shared by two employees. The person 
who had accessed the pornography was never caught. However, the two employees 
who shared the office later discovered the camera and were upset they were being 
monitored. They claimed their privacy rights had been violated, but the Supreme 
Court of California ruled against them, saying that their employer had a legitimate 
business reason for conducting the surveillance.® 


Employee Rights vs. Employer Responsibilities 
Balanced against employee rights is the employer's responsibility to provide a safe 


workplace for employees while guaranteeing safe, quality goods and services to con- Are the rights you have 
sumers.’ An employee who uses drugs may exercise his or her privacy right and re- as. a citizen of the 
fuse to submit to a drug test. But should that employee produce a faulty product as United States the same 
a result of drug impairment, the employer can be held liable for any harm caused by a; the rights you have 
that product. Employers must therefore exercise reasonable care in the hiring, training, as an employee? Why 
and assignment of employees to jobs.* 

It is here that employee rights and employer responsibilities often come into con- 
flict. When employers fail to honor the rights of employees, it can result in costly 
lawsuits, damage the organization's reputation, and hurt employee morale. But the 
failure to protect the safety and welfare of employees or consumer interests can invite 
litigation from both groups. In one case, the retailer Dillard’s was held accountable 
for the “hostile propensities” of one of its sales clerks toward an African American 
customer, The jury found that an employer can be held liable for the discriminatory 
conduct of its salesperson.? 


or why not? 


Negligent Hiring 
In Chapter 6 we discussed negligent hiring. In law, negligence is the failure to use negligence 
a reasonable amount of care when such failure results in injury to another person, The failure to provide reason- 
A general responsibility exists for employers to exercise reasonable care in prevent- pepe sai ba ao 
ing employees from intentionally harming other employees during the course of gs oy ees 
their work.!° 
Unfortunately, when one employee commits a violent act against another employee 
or an employee willfully defames another employee through e-mail messages com- 
municated at work, the employer may face a negligent-hiring lawsuit claiming that 
the employer should have used more reasonable care in the hiring of its employees.” 
A negligent-hiring lawsuit can seem like a“Catch-22” for an employer. How is it pos- 
sible for an employer to predict with certainty the future behavior of an individual 
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psychological 
contract 


Expectations of a fair 
exchange of employment 
obligations between an em- 
ployee and employer 


Think about the jobs 
you may have held or 
hold now. Were you (or 
are you) employed “at 
will”? How would you 
know? 


employment-at- 
will principle 

The right of an employer to 
fire an employee without giv- 
ing a reason and the right of 
an employee to quit when he 
or she chooses 
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employee? Nonetheless, negligent-hiring lawsuits have forced managers to take extra 
care in the employment and management of their workforces, In the remainder of 
this section, we will discuss various rights employees have come to expect from their 
employers. 


Job Protection Rights 


It is not surprising that employees should regard their jobs as a right that should not 
be taken away without “just cause” (a good reason) for doing so. Without the oppor- 
tunity to hold a job, the well-being of a person suffers greatly. However, although em- 
ployees might believe they have a right to their jobs, there are no laws in the United 
States guaranteeing them as much, as you will see shortly. 

Nonetheless, workers have certain expectations about the employment rela- 
tionships they have with their employers.!* This expectation is referred to as the 
psychological contract. It consists of an employer and an employee's beliefs about 
the mutual obligations they have towards one another.” For example, in exchange for 
their talents, energies, and technical skills, workers expect employers to provide fair 
compensation, steady work, job training, and promotions. Employees also expect to be 
treated with dignity and their firms to adhere to sound business practices.'* Although 
the psychological contract is not a legal mandate, it has led to the development of cer- 
tain legal principles about the security of one's job, which we will discuss next. 


Employment-at-Will 

The employment relationship has traditionally followed the common-law doctrine 
of employment-at-will. An employment-at-will relationship is created when an 
employee agrees to work for an employer for an unspecified period of time. Because 
the duration of the employment is indefinite, it can, in general, be terminated at the 
whim of either party. The employee has a right to sever the employment relationship 
at any time for a better job opportunity or for other personal reasons. Employers, 
likewise, are free to terminate the employment relationship at any time—and with- 
out notice—for any reason, no reason, or even a bad reason. In essence, employees are 
said to work “at the will” of the employer. In 1908 the Supreme Court upheld the 
employment-at-will doctrine in Adair v. United States, and this principle continues to 
be the basic rule dominating the private-sector employment relationship.’ 

Employees are often surprised when they learn about the employment-at-will doc- 
trine, To make them aware of it, most employers are careful to point out, in their 
written policies, in handbooks, and on job applications that their relationship with 
their employees is an at-will relationship. Does the employment-at-will doctrine give 
managers and supervisors the unrestricted right of termination? No.!” First, as we 
have emphasized throughout this text, federal and state laws, court decisions, and 
administrative rulings restrict termination decisions. For example, as you learned in 
Chapter 3, people cannot be fired because of certain characteristics such as their race, 
gender, and so forth. Second, in unionized organizations, union collective bargaining 
agreements limit automatic discharges. These agreements specify the kinds of infrac- 
tions that can lead to termination. 

Not all employers operate on the at-will principle, however. Some have written pol- 
icies that require good cause to terminate an employee. In any case, despite the at-will 
doctrine, in today’s litigious environment, most employers are very cautious about 
terminating employees. Barry Roseman, employment attorney, notes, “Employers 
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increasingly need to operate under the premise that they have to ‘prove’ that an em- 
ployee's conduct or action warrants termination, if they hope to prevail in court.’ 


Wrongful Discharge 

Approximately two million workers are discharged each year. A substantial number 

of these employees sue their former employers for wrongful discharge. A wrong- wrongful discharge 
ful discharge is one that is illegal. Wrongful discharge suits challenge an employer's A discharge, or termination, 

right under the employment-at-will concept to unilaterally terminate employees.!® ofan employee that is illegal 
Various state courts now recognize the following three important exceptions to the 

employment-at-will doctrine: 


1, Violation of public policy. This exception occurs when an employee is terminated for 
refusing to commit a crime; for reporting criminal activity to government authorities; 
for disclosing illegal, unethical, or unsafe practices of the employer; or for exercising 
employment rights. See Figure 13.1 for examples of public policy violations. 


ae 


Implied contract. This exception occurs when employees are discharged despite the 
employer's promise (expressed or implied) of job security or contrary to established 
termination procedures, An employer's oral or written statements may constitute a 
contractual obligation if they are communicated to employees and employees rely 
on them as conditions of employment.'? 


3. Implied covenant. This exception occurs when an employer has acted with a lack of 
good faith and fair dealing. For example, an employer would be doing so if it were 
to terminate a salesperson simply to avoid having to pay him or her a commis- 
sion. By inflicting harm without justification, the employer violated the implied 
covenant between the two parties. 


The confusion and conflict between the traditional rights of employers to termi- 
nate at will and the rights of employees to be protected from unjust discharge are 
far from resolved. Therefore, to protect themselves from wrongful discharge termina- 
tions and from large jury awards—sometimes exceeding $1 million—HR specialists 
recommend firms follow the suggestions given in Figure 13.2.°° Next, let’s look at 
some situations that can result in wrongful discharge suits, 


FIGURE 
13 1 Discharges That Violate Public Policy 


An employer may not terminate an employee for: 


Refusing to commit perjury in court on the employer’s behalf 

Cooperating with a government agency in the investigation of a charge or giving testimony 
Refusing to violate a professional code of conduct 

Reporting Occupational Safety and Health Administration (OSHA) infractions 

Refusing to support a law or a political candidate favored by the employer 
Whistle-blowing, or reporting illegal conduct by the employer 

Informing a customer that the employer has stolen property from the customer 


Complying with summons to jury duty 
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FIGURE 
13 2 Tips to Avoid Wrongful Employment Termination Lawsuits 


Terminate an employee only if there is an articulated reason. An employer should have 
clearly articulated, easily understandable reasons for discharging an employee. The reasons 
should be stated as objectively as possible and should reflect company rules, policies, and 
practices. 


Set and follow termination rules and schedules. Make sure every termination follows a 
documented set of procedures. Procedures can be from an employee handbook, a super- 
visory manual, or even an intraoffice memorandum. Before terminating, give employees no- 
tices of unsatisfactory performance and improvement opportunities through a system of 
warnings and suspensions. 


Document all performance problems. A lack of documented problems in an employee’s 
personnel record may be used as circumstantial evidence of pretextual discharge if the 
employee is “suddenly” discharged. 


Be consistent with employees in similar situations. Document reasons given for all disciplin- 
ary actions, even if they do not lead to termination. Terminated employees may claim that 
exception-to-the-rule cases are discriminatory. Detailed documentation will help employers 
explain why these “exceptions” did not warrant termination. 
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Whistle-blowing 


whistle-blowing Employees engage in whistle-blowing when they report an employer's illegal actions, 
Complaints to governmental immoral conduct, or illegal practices to governmental agencies charged with uphold- 
agencies by employees ing the law. A number of federal and state laws protect whistle-blowers from retalia- 


about their employers’ illegal 


or inimarelacksarciaglices tion from their employers. Some provide whistle-blowers with financial incentives to 


expose wrongdoings.” In response to corporate scandals, the Sarbanes-Oxley (SOX) 
Act was passed in 2002 to protect whistle-blowers employed in publicly traded com- 
panies.” The law encourages whistle-blowing by motivating publicly held companies 
to promote a more open culture that is sympathetic to employees who have a “rea- 
sonable belief” that a law has been violated. Federal employees are covered by the 
federal Whistleblower Protection Act (WPA).? The Notification and Federal Em- 
ployee Antidiscrimination and Retaliation Act (No Fear Act), also passed in 2002, 
requires federal agencies to be more accountable for violations of antidiscrimination 
and whistle-blower protection laws. The False Claims Act (FCA) and Dodd-Frank 
Wall Street Reform and Consumer Protection Act protect and financially reward 
whistle-blowers who expose fraud related to governmental programs and wrongdoing 
related to consumer financial products or services, respectively. OSHA administers 
the whistle-blowing provisions in fifteen federal statutes protecting whistle-blowers 
in such industries as airline, nuclear power, and public transportation. 

Not only is whistle-blowing a protected right of employees, these cases result in em- 
barrassment for employers, harassment for employees, and large fines for employers 
that are found guilty.” In one whistle-blowing case, federal prosecutors fined Saint 
Barnabas Health Care Systems $265 million for inflating hospital charges. The hos- 
pital charged Medicare patients more than non-Medicare patients to exploit Medi- 
care reimbursement regulations.” In another case, Medical World Communications 
paid the government $3.7 million to settle charges of mail fraud. 

To prevent cases such as these, HR professionals recommend companies implement a 
whistle-blowing policy that encourages employees to report illegal or immoral conduct 
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internally rather than externally. The policy should provide for the safeguard of employee 
rights, a complete and unbiased investigation of the incident, a speedy report of findings, 
and an appeals procedure for employees who are dissatisfied with company findings.”° 


Implied Contract 

Although it is estimated that 80 percent of employees in the United States work with- 
out benefit of an employment contract, under certain conditions these employees may 
be granted contractual employment rights. This can occur when an implied promise 
by the employer suggests some form of job security to the employee. These implied 
contractual rights can be based on either oral or written statements made during the 
preemployment process or subsequent to hiring. Often these promises are contained 
in employee handbooks, HR manuals, or employment applications, or they are made 
during the selection interview. For example, in Toussaint v. Blue Cross and Blue Shield of 
Michigan, a court found that a provision in an employee handbook constituted a unilat- 
eral enforceable contract with employees.” Once these explicit or implicit promises of 
job security have been made, courts have generally prohibited the employer from ter- 
minating the employee without first exhausting the conditions of the contract. The fol- 
lowing are some examples of how an implied contract may become binding: 


= Telling employees their jobs are secure as long as they perform satisfactorily and 
are loyal to the organization 


a Stating in the employee handbook that employees will not be terminated without 
the right of defense or access to an appeal procedure 


= Urging an employee to leave another organization by promising higher wages and 
benefits, then reneging on those promises after the person has been hired 


Employers can lessen their vulnerability to implied contract lawsuits by prudent 
managerial practices, training, and HR policies. HR experts recommend the follow- 
ing approaches: 


1, Training supervisors and managers not to imply contract benefits in conversations 
with new or present employees. 


2. Including in employment offers a statement that an employee may voluntarily ter- 
minate his or her employment with proper notice and may be dismissed by the 
employer at any time and for a justified reason. The language in this statement 
must be appropriate, clear, and easily understood. 


3 


+ 


Including employment-at-will statements in all employment documents—for 
example, employee handbooks, employment applications, and letters of employ- 


ment.*8 (See Highlights in HRM 1.) 


4. Having written proof that employees have read and understood the employment- 
at-will disclaimers provided to them. 


Explicit Contracts 

Explicit employment contracts are formal written (signed) agreements that grant 
to employees and employers agreed-upon employment benefits and privileges. The 
contracts normally state the period of employment, terms and conditions of employ- 
ment (for example, salary and benefits), and severance provisions. Explicit contracts 
are popular with executives, senior managers, and people with highly technical or 
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professional skills and abilities. When an employee has an explicit contract, he or she 
cannot be dismissed at-will. 

In today’s highly competitive environment, before hiring employees, employ- 
ers sometimes impose certain restrictions, or provisions, in explicit contracts. The 
most widely used restrictions are: 


= Nondisclosure of information agreement. This provision forbids employees from reveal- 
ing proprietary information outside the company, either during or following their em- 
ployment. Courts widely enforce these agreements. 


a Intellectual property agreement. This provision grants to an employer the ownership 
of an idea, invention or process, or work of authorship developed by the employee 
during the time of employment. Such an agreement expressly states that the 
employer retains all rights, titles, and interests in ideas that are subject to patent 
laws and developed during the employee's period of hire. 


= Noncompete agreement. This provision prevents ex-employees from either 
becoming a competitor or working for a competitor for a designated period of time, 
for example, one or two years.”? Noncompete agreements are designed to protect 
confidential information, customer relations, and other valuable assets.2?° However, 
they are often challenged in courts. Some states, including California, Oklahoma, 
Montana, and North Dakota, prohibit them. Other states, including Colorado, 
only allow them for high-level employees such as executives and managers.*! 


= Nonpiracy agreements. These agreements prohibit ex-employees from soliciting clients 
or customers of former employers for a specific period of time and from disclosing or 
making use of confidential employer information. Because these agreements restrict 
workers and competition to a lesser degree, courts have been more willing to uphold 
them than noncompete agreements. Today, most legal experts suggest employers use 
antipiracy agreements rather than noncompete agreements. 


The Bratz-vs.-Barbie 
doll war isn’t child’s 
play. What's the fight 
about? Mattel says the 
toy’s inventor, Carter 
Bryant, designed the 
doll when he was 
working for Mattel, so 
it should be a Mattel 
product. Bryant says 
he invented the toy 
on his own time, and 
when Mattel showed 
no interest in the 
product, he sold 

the idea to rival 
toymaker MGA. 


PRNewsFoto/MGA Entertainment 
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HIGHLIGHTS IN HRM 


Examples of Employment-at-Will 
Statements 


Employment handbooks frequently include an opening statement that employees are employed at will, that is, there 
are no duration guarantees. They also typically state that no supervisors or managers, except specified individuals 
(that is, the HR director or company president), have the authority to promise any employment benefit—including 
salaries, job positions, and the like. All handbooks should include a disclaimer that expressly provides that all em- 
ployment policies and benefits contained in the handbook are subject to change or removal at the sole and exclusive 
discretion of the employer. 


Two examples of at-will statements are as follows: 


I acknowledge that if hired, I will be an at-will employee. I will be subject to dismissal or discipline without 
notice or cause, at the discretion of the employer. I understand that no representative of the company, other 
than the president, has authority to change the terms of an at-will employment and that any such change can 
occur only in a written employment contract. 


I understand that my employment is not governed by any written or oral contract and is considered an at-will 
arrangement. This means that I am free, as is the company, to terminate the employment relationship at any 
time for any reason, so long as there is no violation of applicable federal or state law. In the event of employ- 
ment, I understand that my employment is not for any definite period or succession of periods and is consid- 
ered an at-will arrangement. That means I am free to terminate my employment at any time for any reason, as 
is the company, so long as there is no violation of applicable federal or state law. 


Note of caution: Because at-will employment is governed by state laws, in order for an employer to preserve its at-will status, it must follow the 
regulations of its jurisdiction. This includes the writing of employment-at-will statements. 


Explicit contracts are enforceable in court when either the employee or employer 
violates any provisions of the agreement. 


Constructive Discharge 

It is increasingly common for employees to quit or resign from their jobs because the 

intolerable acts of their employers left them no choice. This situation is referred to as 

a constructive discharge, That is, the employees were “forced” to resign because of constructive 
intolerable working conditions purposefully placed upon them by the employer? In discharge 


a leading constructive discharge case, Young v. Southwestern Savings and Loan Associa- An employee’s voluntary 


tion, the court noted: termination of his or her em- 
ployment because of harsh, 


é P . r . . unreasonable employment 
The general rule is that if the employer deliberately makes an employee’s working con conditions placed on the in- 


ditions so intolerable that the employee is forced into involuntary resignation, then dividual by the employer 
the employer has encompassed a constructive discharge and is as liable for any illegal 
conduct involved therein as if he had formally discharged the aggrieved employee. 


The courts, by formulating the constructive discharge doctrine, attempt to prevent 
employers from accomplishing covertly what they are prohibited by law from achieving 
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overtly. For example, instead of simply terminating an employee, an employer might 
deliberately impose upon the person working conditions that are so intolerable he or 
she quits.** By getting the employee to quit, the employer avoids having to pay the 
person unemployment benefits or other compensation such as severance pay. But if 
an employee can prove a constructive discharge occurred, he or she might be able to 
remedy this situation. However, to prove a constructive discharge, the employee gen- 
erally has to show that she gave the employer written notice that the conditions were 
intolerable and that it did nothing to correct the conditions. 


Discharge as a Result of Retaliation 

Title VII of the Civil Rights Act, the Age Discrimination in Employment Act, the 
Americans with Disabilities Act, and other employment laws prohibit employers 
from retaliating against employees when they exercise their rights under these stat- 
utes (see Chapter 3). Employees may believe retaliation occurs when managers trans- 
fer them to lower-rated jobs, deny them salary increases or promotions, impose on 
them unrealistic job assignments, or become belligerent or uncommunicative with 
them after they file discrimination complaints or receive a favorable settlement.** As 
we explained in Chapter 3, retaliation has become the most frequent EEO complaint. 
As one attorney put it, many minor complaints raised by employees blow up into 
costly lawsuits after firms make the mistake of retaliating against these workers, 

To prevent retaliation charges, William Kandel, employer defense attorney, encour- 
ages employers to implement a separate antiretaliation policy and to train managers and 
supervisors in acceptable and unacceptable methods to resolve employee complaints.’ 
A key component to any antiretaliation policy is to treat employees with dignity and 
respect. Other suggestions to reduce retaliation discharges include the following: 


a Take no adverse employment action against employees when they file complaints. 
Let them know you take their complaints seriously and are looking into them. 


= Keep complaints confidential. 


a Be consistent and objective in your treatment of employees. Evaluate employees on 
how well they perform, not on their personalities. 


= Harbor no animosity toward employees when they file discrimination lawsuits. 
Treat every employee the way you would want to be treated—fairly. 


Discharges and the WARN Act 

The federal government, several states, and local jurisdictions have passed legislation 

restricting the unilateral right of employers to close or relocate their facilities. In 1989, 

Congress passed the Workers’ Adjustment Retraining and Notification Act (WARN), 

which requires organizations with more than 100 employees to give employees and their 

communities sixty days notice of any closure or layoff affecting fifty or more full-time 
employees.* Notice must be given to collective bargaining representatives, unrepresented 
employees, the appropriate state dislocated worker agency, and the highest elected local 
official. Terminated employees must be notified individually in writing, The act allows for 
several exemptions, including “unforeseeable circumstances’ and “faltering businesses.” 


What are the privacy 
settings on your 
Facebook page? Do you 
think your employer, or . : 
prospective employer, Privacy Rights 

should be allowed to According to Janis Procter-Murphy, employment attorney, “employee privacy is recog- 
look at it? nized as one of the most significant workplace issues facing companies today. ?” The 
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right of privacy is the freedom from unwarranted government or business intrusion 
into one’s personal affairs. It involves the individual's right to be given personal auton- 
d left alone. N isingl 1 ly defend their righ k- 
omy and left alone. ot surprisingly, employees strongly defend their right to wor 
place privacy. Meanwhile, employers defend their right to monitor employees activities 
when they directly affect a business, its productivity, workplace safety, and/or morale.?? 
So who is right? Employers or employees? Laws and court cases related to workplace 
privacy generally attempt to balance an employee's legitimate expectation of privacy 
against the employer's need to supervise and control the efficient operation of the or- 
ganization. In this section, we will discuss some of the most pressing privacy issues 
being debated by employees and employers today and how they are being resolved. 


Substance Abuse and Drug Testing 

As you learned, in the United States companies can legally test workers for drugs. But 
can they do so under any and all circumstances? The answer is no, Certain restrictions 
apply. In the private sector, drug testing is largely regulated by individual states, Pro— 
drug testing states generally permit testing, provided that strict testing procedures are 
followed. States such as these sometimes offer employers a discount on their workers’ 
compensation insurance premiums if they take certain steps to maintain a drug-free 
workplace, which may include testing job applicants. a By contrast, states with re- 
strictive drug testing laws generally prohibit testing for drugs except in very specific 
circumstances and for drugs listed in state regulations. 

Federal regulations and laws restrict drug testing as well. Recall from Chapter 3 that 
the EEOC does not allow job applicants to be tested before they are extended offers. The 
Americans with Disabilities Act protects employees who have been addicted to drugs 
and are recovering from them. And some drugs that would otherwise be illegal, such as 
opiates and medical marijuana, are legitimately prescribed for certain conditions.” 


Safety Sensitive Positions, Drug testing is most prevalent among employees in sensi- 
tive positions within the public sector, in organizations doing business with the federal 
government, and in public and private transportation companies. Since the passage of 
the Drug-Free Workplace Act of 1988, applicants and employees of federal contractors 
have become subject to testing for illegal drug use. Barring state and federal laws that 
restrict or prohibit drug testing, however, private employers generally have a right to 
require employees to submit to the tests. The exception is unionized workforces. Drug- 
testing programs for these employees must be negotiated by their unions. 


Criticisms of Drug Testing, In Chapter 6, we explained that some recent studies have 
failed to show that drug testing makes the workplace safer and that alcohol appears to 
create more problems than drugs.” Another criticism of drug tests, including urinalysis 
and hair tests, is that they do not reveal if a person is currently under the influence of a 
drug. Illegal substances remain in urine for various periods of time: cocaine for approxi- 
mately 72 hours, marijuana for three weeks or longer.** Therefore, an employee can test 
positive for a drug days or weeks after using it but not be impaired on the job. Alcohol 
will not show up in a urinalysis or hair test. For that, a breathalyzer, blood, or saliva test 
must be used. The question becomes, which test should an employer use? 
Organizations also have to ensure that any samples taken from employees are 
properly handled and that accredited labs are used to test them. The results of the 
tests must be kept confidential and provided only to those who need to know— 
for example, supervisors or HR staff members—and not to other coworkers or 
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disinterested managers. Boeing, 3M, United Airlines, and Motorola use an 
independent medical review officer (MRO) to ensure the integrity of their drug 
testing programs. MROs are required in certain states for tests mandated by the 
federal government. 

For reasons such as these, companies have become less aggressive about drug 
testing than they were in decades past when the tests first found their way into the 
workplace. Today, most companies only test when reasonable suspicion or probable 
cause exists. According to the Society of Human Resources Management, drug test- 
ing is now by far the least popular way for employers to deal with substance abuse. 
Drug-free workplace policies or employee assistance services are far more common, 
A drug-free policy should state under what conditions employees may be subject to 
a drug test, the testing procedures used, and the consequences of a positive report. 
Figure 13.3 shows an example of a drug-free work policy. 


Impairment Testing 
An alternative to drug testing is to evaluate an employee's suitability for work through 
impairment testing impairment testing. Also called fitness-for-duty or performance-based testing, impair- 


Also called fitness-for-duty ment testing measures whether an employee is alert enough to work. One impairment 
rege tater ba test requires an employee to keep a cursor on track during a video game-like simula- 
employee is alert enough tion. Another testing technique evaluates an employees eye movements. The employee 
to work looks into a dark viewport and follows a light with his or her eyes. Test results, when 


compared against baseline data gathered earlier on the employee, mimic those of a so- 
briety test. One advantage of impairment testing is that it focuses on workplace conduct 
rather than off-duty behavior. Furthermore, it identifies employees who are impaired 
because of problems that a drug test cannot spot: fatigue, stress, and alcohol use. 


FIGURE 
13 3 Recommendations for a Drug-Free Workplace Policy 


. Adopt a written zero tolerance drug-free workplace policy and provide a copy to all em- 
ployees. A signed copy should be placed in the employee’s personnel file. 


. Post “We Are a Drug-Free Workplace” signs where employees will widely observe them. 


. Provide employees with substance abuse prevention educational materials. Arrange sub- 
stance abuse awareness training for employees and managers. 


. Consider performing preemployment drug testing on all new hires. 
. Advise employees that they are subject to drug testing when “reasonable suspicion” exists. 


. Provide for follow-up testing to ensure that an employee remains drug-free after return 
from a substance abuse treatment program. 


. Provide for “postaccident” drug testing when justified by property loss or damage, serious 
injury, or death. 


. Use only federally or state-approved certified labs for analysis. 
. Utilize the services of a medical review officer for all positive drug test results. 


. Maintain strict confidentiality of all test results. Provide information only on a “need-to- 
know” basis. 


. Apply terms of a written policy strictly, fairly, and equally among employees and managers. 


© Cengage Learning 2013 
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Electronic Surveillance 


Why do companies use surveillance and other technology to watch what their employ- 
ees do? One reason is employee theft, such as the stealing of merchandise, supplies, or 
equipment, the selling of information such as customer lists and trade secrets, embez- 
zlement, and so on.” Monitoring quality control, ensuring the safety of employees, and 
eliminating the amount of time they spend surfing the Web and doing personal busi- 
ness on company time are other reasons. 46 Next, let us look at some of the most com- 
mon methods of surveillance, and the employer-employee rights associated with them. 


Camera Surveillance 

DuPont uses long-distance cameras to watch employees on its loading docks. The 
Cheesecake Factory, a restaurant chain, uses video surveillance of kitchens, dining 
rooms, and hostess stations to monitor how workers treat customers and each other. 
Most high-end hotels have cameras in their facilities to protect both workers and 
guests. Employers also install cameras in their parking lots and remote workplace ar- 
eas to help improve safety. Few federal laws protect workers from being watched. As 
we explained earlier in the chapter, in general, employers can train video cameras on 
their employees without significant legal concerns as long as they have a legitimate 
business reason for doing so and inform employees they are doing as much. States, 
however, set their own regulations. 

Employers are not the only ones with cameras, though. You might be surprised to 
know that employees’ cameras have become a new issue firms are dealing with. In just 
a few seconds, a coworker with a camera phone can take offensive pictures of his or 
her coworkers in private or embarrassing situations and disseminate them around 
the world via the Web.*’ A few years ago, Dominos Pizza workers posted a YouTube 
video of themselves doing vulgar things to customers’ pizzas in one of the restaurant's 
kitchens. The workers were later fired, but Domino's suffered a serious PR disaster 
that took a toll on its reputation and revenues. 

Small cameras and camera phones can also be used to quickly and efficiently con- 
duct industrial espionage and steal a company’s patents and trade secrets. As a result, 
some employers ban the use of these devices in the workplace unless employees are 
given special permission to use them. Workers in Apple's testing rooms are required 
to cover up devices with black cloaks when they are working on them so the company 
can be assured no “rogue” cameras are being used to take pictures of the products.** 


Phone Conversations and Text Communications 

In general, employers have the right to monitor calls and text messages sent from their 
telecommunications devices, provided they do so for compelling business reasons and 
employees have been informed that their communications will be monitored. How- 
ever, a federal law, the Electronic Communications Privacy Act (ECPA), places some 
limitations on that right. The ECPA restricts employers from intercepting wire, 
oral, or electronic communications. For example, under the law, if an employee re- 
ceives a personal call, the employer must hang up as soon as he or she realizes the call 
is personal. However, if employees are told not to make personal calls or send text 
messages from their business phones, the ECPA no longer applies, and their commu- 
nications may be monitored. 


E-Mail, Internet, and Computer Use 
Many employees are unaware that their employers can monitor what they do online 
and fire or discipline them based on that information.” According to a recent report 
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by the American Management Association, more than a quarter of employers have 
fired workers for misusing e-mail, and about a third have fired workers for misusing the 
Internet.” Until recently employers were allowed to monitor any and all e-mail com- 
munications their employees sent from work computers. However, recent court rulings 
have limited employer's rights somewhat. For example, some courts have ruled that em- 
ployers can monitor incoming and outgoing data on their own e-mail systems, but not 
e-mail sent via outside e-mail systems such as Yahoo, Google, or AOLs systems. One 
firm discovered this the hard way after monitoring an employee who was planning to go 
to work for a competitor. She believed her e-mails sent on her employer's computer, but 
via a nonwork e-mail system, were private. A New Jersey court agreed with her.” 

Other privacy issues relate to Internet sites employees are allowed to access. A Gallup 
poll found that the average employee with Internet access spends more than an hour per 
day surfing websites that have nothing to do with their jobs. Companies can legally cre- 
ate electronic communication policies like the one in Highlights in HRM 2 that limit 
employees’ Internet use. Blocking employees from accessing sites such as Facebook, eBay, 
gambling, and pornographic websites has also become a common tactic for firms. 

The measures employees need to take to protect their laptops and what to do if 
they are stolen or should also be part of an electronic policy.” If they go missing, a 
mountain of valuable corporate data can fall into the wrong hands. Likewise, policies 
surrounding electronic storage devices such as USB drives are also being adopted by 
organizations. Studies have shown that people own a lot of USB drives and often 
don't keep good track of them and what they contain. USB drives can also infect a 
company’s computers and servers with viruses. 


HIGHLIGHTS IN HRM 


A Sample Electronic 
Communications Policy 


Policy Statement 
The use of the firm’s automation systems, including computers, fax machines, and all forms of Internet/intranet ac- 
cess, is for company business and for authorized purposes only. Brief and occasional personal use of the electronic mail 
system or the Internet is acceptable as long as it is not excessive or inappropriate, occurs during personal time (lunch 
or other breaks), and does not result in expense or harm to the company or otherwise violate this policy. 

The use of the company’s computers, networks, and Internet access is a privilege granted by management and may 
be revoked at any time for inappropriate conduct carried out on such systems, including, but not limited to: 


e Sending chain letters or participating in any way in the creation or transmission of unsolicited commercial e-mail 
(“spam”) that is unrelated to legitimate company purposes; 

e Engaging in private or personal business activities, including excessive use of instant messaging and chat rooms 
(see below); 

e Accessing networks, servers, drives, folders, or files to which the employee has not been granted access or authori- 
zation from someone with the right to make such a grant; 

e Making unauthorized copies of company files or other company data; 
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A Sample Electronic Communications Policy (continued) 


e Destroying, deleting, erasing, or concealing company files or other company data, or otherwise making such files or 
data unavailable or inaccessible to the company or to other authorized users of company systems; 

e Misrepresenting oneself or the company; 

e Engaging in unlawful or malicious activities; 

e Deliberately propagating any virus, worm, Trojan horse, trap-door program code, or other code or file designed to 
disrupt, disable, impair, or otherwise harm either the company’s networks or systems or those of any other indi- 
vidual or entity; 

e Using abusive, profane, threatening, racist, sexist, or otherwise objectionable language in either public or private 
messages; 

e Sending, receiving, or accessing pornographic materials; 

e Becoming involved in partisan politics; 

e Causing congestion, disruption, disablement, alteration, or impairment of company networks or systems; 

e Using recreational games 


Policy Statement for Internet/Intranet Browser‘(s) 

The Internet is to be used to further the company’s mission, to provide effective service of the highest quality to the 
company’s customers and staff, and to support other direct job-related purposes. Supervisors should work with em- 
ployees to determine the appropriateness of using the Internet for professional activities and career development. The 
various modes of Internet/Intranet access are company resources and are provided as business tools to employees who 
may use them for research, professional development, and work-related communications. Limited personal use of In- 
ternet resources is a special exception to the general prohibition against the personal use of computer equipment and 
software. Employees are individually liable for any and all damages incurred as a result of violating company security 
policy, copyright, and licensing agreements. 


Personal Electronic Equipment 

The company prohibits the use or possession in the workplace of any type of camera phone, cell phone camera, digital 
camera, video camera, or other form of image- or voice-recording device without the express permission of the com- 
pany and of each person whose image and/or voice is/are recorded. Employees with such devices should leave them 
at home unless expressly permitted by the company to do otherwise. This provision does not apply to designated com- 
pany personnel who must use such devices in connection with their positions of employment. 

Employees should not bring personal computers or data storage devices (such as floppy disks, CDs/DVDs, external 
hard drives, flash drives, iPods, or other data storage media) to the workplace or connect them to company electronic 
systems unless expressly permitted to do so by the company. Any employee bringing a personal computing device, data 
storage device, or image-recording device onto company premises thereby gives permission to the company to inspect 
the personal computer, data storage device, or image-recording device at any time with personnel of the company’s 
choosing and to analyze any files, other data, or data storage devices or media that may be within or connectable to 
the personal computer or image-recording device in question. Employees who do not wish such inspections to be done 
on their personal computers, data storage devices, or imaging devices should not bring such items to work at all. 


Source: Excerpted from “Employee Rights and Identity Theft,” Texas Workforce Commission, accessed June 2, 2011, http://www.twc.state.tx.us. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


574 


PART5 Enhancing Employee-Management Relations 


Searches 
Can employers search employees’ work lockers, desks, suitcases, toolboxes, and gen- 
eral work areas without their knowledge? Generally speaking, yes. However, random 
searches of employees’ personal belongings without probable cause should be avoided. 
Even if a firm has probably cause, legal experts advise that a company should first 
look at the information it has from available from sources such as security cameras, 
timecards, and so forth to see whether the search is truly warranted. Body searches 
should be done only under emergency situations. If conducted, the searches should 
be made by a security officer and a person of the same sex. 

A firm that reserves the right to search employees under warranted circumstances 
should have a written plan as to the privacy employees can expect. 


1, The search policy should be clearly outlined in a firm’s employee handbook. The 
handbook should explain that searches will not be conducted without a compel- 
ling reason. 


2. When possible, searches should be conducted in private. 


3. The employer should attempt to obtain the employee's consent prior to the 
search. 


4. The search should be conducted in a humane and discreet manner to avoid inflic- 
tion of emotional distress. 


5. The penalty for refusing to consent to a search should be specified. 


Small Business Application ulil 


SBA Offers Small Businesses Handbook Help 


Throughout this chapter, we have emphasized how extremely important it is for an employer to have a handbook. The 
question is, how do you begin to put one together, and what information should it contain? To help entrepreneurs 
and small business owners avoid having to create handbooks from scratch, the U.S. Small Business Administration has 
developed a free template downloadable from its site. The basic Employee Handbook Template covers the topics listed 
below and can be customized using a company’s specific policies. 


Table of Contents 


SECTION 1 - INTRODUCTION 


1.1 Changes in Policy 1.3. Employment Relationship 
1.2 Employment Applications 


SECTION 2 - DEFINITIONS OF EMPLOYEE STATUS 
“Employees” Defined 


SECTION 3 - EMPLOYMENT POLICIES 


3.1 Non-Discrimination 3.4 Probationary Period for New Employees 
3.2 Non-Disclosure/Confidentiality 3.5 Office Hours 
3.3 New Employee Orientation 3.6 Lunch Periods 
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Small Business Application ulil 


SBA Offers Small Businesses Handbook Help (continued) 


3.7 Break Periods 

3.8 Personnel Files 

3.9 Personnel Data Changes 

3.10 Inclement Weather/Emergency Closings 
3.11 Performance Review and Planning Sessions 
3.12 Outside Employment 

3.13 Corrective Action 

3.14 Employment Termination 

3.15 Safety 


SECTION 4 - STANDARDS OF CONDUCT 


4.1 Attendance/Punctuality 

4.2 Absence Without Notice 

4.3 Harassment, including Sexual Harassment 
4.4 Telephone Use 


SECTION 5 - WAGE AND SALARY POLICIES 


5.1 Wage or Salary Increases 
5.2 Timekeeping 


3.16 
3.17 
3.18 
3.19 
3.20 
3.21 
3.22 
3.23 
3.24 


Health Related Issues 

Employee Requiring Medical Attention 

Building Security 

Insurance on Personal Effects 

Supplies; Expenditures; Obligating the Company 
Expense Reimbursement 

Parking 

Visitors in the Workplace 

Immigration Law Compliance 


Public Image 
Substance Abuse 
Tobacco Products 
Internet Use 


Overtime 
Paydays 


SECTION 6 - BENEFITS AND SERVICES 


6.1 Insurance 

6.2 Cobra Benefits 

6.3 Social Security/Medicare 
6.4 Simple IRA 

6.5 Vacation 


Record Keeping 
Holidays 
Jury Duty/Military Leave 
-9 Educational Assistance 
6.10 Training and Professional Development 


SECTION 7 - EMPLOYEE COMMUNICATIONS 


7.1 Staff Meetings 
7.3 Suggestion Box 


7.2 Bulletin Boards 
7.4 Procedure for Handling Complaints 


Access to Personnel Files 

Employees entrust their employers with a wealth of personal information for various 
purposes, including their social security numbers, home addresses, family informa- 
tion, bank account numbers so they can have their paychecks deposited directly, and 
so forth. Personnel files also generally contain performance appraisal and salary in- 
formation, background and credit reports, criminal records, and test scores. 


HR’s Responsibility to Safeguard Personnel Information. A firms HR depart- 
ment is almost always responsible for maintaining this information and safeguard- 
ing its flow to prevent, among other things, identity theft, which as you are probably 
aware is a growing problem. One computer that is not properly protected or one hard 
drive that is not adequately erased can provide thieves with access to thousands of 
employee records—which they can use to apply for credit cards, spend money that is 
not their own, and wreak havoc on the lives of people whose only crime was trusting 
their employer,” ePrivacy Rights Clearinghouse, a nonprofit privacy advocate 
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organization, estimates that over 50 million people have been put at risk as a result 
of these breaches. In one of the largest breaches, the personal records for more than a 
half-million employees of Time Warner were lost. 

HR managers need to take the lead when it comes to safeguarding employee infor- 
mation, Not only do workers expect their information to be safeguarded, many states, 
including New York, California, and Texas, have passed laws requiring employers to 
protect this information. Under the Privacy Act of 1974, federal agencies must safe- 
guard the personal information of their employees. Figure 13.4 shows the steps em- 
ployers can take to safeguard employees’ personal information. Also, as you learned in 
Chapter 3, employees medical and genetic information must be kept confidential in a 
separate file from any employee's other personnel information. 


Employee Access to Personnel Files, Legislation at the federal level (see Figure 13.5) 
and various states laws permit employees to inspect their own personnel files. How 


FIGURE 
13 4 Guidelines for Safeguarding Personnel Files 


Define exactly what information is to be kept in employee files. Do not collect informa- 
tion from employees or applicants you do not need or use. Do not collect information 
that could be viewed as discriminatory or could form the basis for an invasion-of-privacy 
suit. 


Identify the individuals allowed to view personnel files and when and why they should be 
allowed to do so. Keep employee records in a locked and secured area that only quali- 
fied personnel can access on a need-to-know basis. Maintain a log that shows who ac- 
cessed what records and when. 


Specify where, when, how, and under what circumstances employees may review or 
copy their files. 


Do not use social security numbers as employee identifiers. Rather, use random identi- 
fiers and keep the social security numbers as narrowly distributed as possible. Do not 
print social security numbers on people’s paychecks or send documents to employees 
via mail or e-mail that contain their social security numbers. The exception are IRS docu- 
ments mailed at year-end for tax purposes. 


Use encryption software that translates personnel data into a code that can only be ac- 
cessed using a key or password. 


Do not give out information about employees over the phone. The person might claim they 
are a prospective employer or banker looking to help process a loan for an employee but in 
reality could be a debt collector, stalker, or person engaging in identity theft. Instead tell the 
person to send you a written authorization form signed by the employee that allows you to 
disclose the information. When you receive the form, verify it with the employee. 


Audit employment records on a regular basis to remove irrelevant, outdated, or inaccu- 
rate information. 


Use up-to-date digital and/or hardware-based methods, thoroughly wipe all data from 
the hard drive and removable magnetic media of any obsolete computers discarded or 
sold by the company, and physically destroy any data CDs or DVDs containing company 
and employee information. 


Shred and securely dispose of any paper records containing sensitive company and 
employee information. 


Source: Adapted from “Employee Rights and Identity Theft,” Texas Workforce Commission, accessed June 2, 
2011, http://www.twc.state.tx.us. 
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much access is allowed varies from state to state.” The states that grant employees 
the privilege to see their personnel files generally provide: 


« The right to know of the existence of one's personnel file 
a The right to inspect one’s own personnel file 


a The right to correct inaccurate data in the file 


‘Typically, if a state law allows employees to examine their files, employers can insist 
that someone from HR, or a supervisor, be present to ensure that nothing is taken, 
added, or changed. Even in the absence of specific legislation, most employers give 
their employees access to their personnel files. Employment professionals recommend 
that organizations develop a policy on employee files that includes, as a minimum, 
the points noted in Figure 13.5. 


Off-Duty Employee Conduct 

Consider the following case. On Monday morning the owner of ABC Corporation 
reads in the newspaper that a company employee has been charged with robbery and 
assault on a local convenience store owner. The employee has been released pending 
trial. A phone call to the employee's supervisor reveals that the employee has reported 
to work. What should the owner do? 

A number of states have passed laws that prohibit employers from disciplining or 
firing employees for activities they pursue offsite on their own time as long as they are 
legal.” However, even when the activities are illegal, court rulings have suggested that 
the conduct may not, in some circumstances, be a lawful justification for employee 
discipline. Organizations that want to discipline employees for off-duty misconduct 
must establish a clear relationship between the misconduct and its negative effect on 
other employees or the organization.” This might be established, for example, in 


FIGURE 
13 5 Right-to-Privacy Laws 


LAW EFFECT 


Electronic Communications Privacy Prohibits the interception, recording, or disclosure of wire, electronic, and 

Act (1986) aural communications through any electronic, mechanical, or other device. 
An interception takes place when an employer monitors a telephone call 
while it is occurring. Permits employer monitoring for legitimate business 
reasons. 


Privacy Act (1974) Applies to federal agencies and to organizations supplying goods or 
services to the federal government; gives individuals the right to examine 
references regarding employment decisions; allows employees to review 
their personnel records for accuracy. Employers who willfully violate the act 
are subject to civil suits. 


Family Education Rights and Privacy Prohibits educational institutions from supplying information about students 
Act—The Buckley Amendment (1974) without prior consent. Students have the right to inspect their educational 
records. 


Fair Credit Reporting Act (1970) Permits job applicants and employees to know of the existence and context 
of any credit files maintained on them. Employees have the right to know of 
the existence and nature of an investigative consumer report compiled by 
the employer. 
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cases in which off-duty criminal misconduct (such as child molestation) creates a dis- 
ruptive impact on the workplace. Another example might be when the public nature 
of the employee's job (such as police or fire department personnel) creates an image 
problem for the organization. However, before banning specific off-duty behavioral 
conduct, employers are advised to obtain legal advice. 


Off-Duty Employee Speech 

Some organizations have social networking and blogging policies that restrict em- 
ployees from making disparaging remarks about their firms or its supervisors, or oth- 
erwise casting their organizations in a bad light. You might wonder how this is legal 
in light of the free speech rights granted by the First Amendment. What you may 
not be aware of is that the First Amendment prohibits the government—not private 
employers—from telling us what we can and cannot say. 

However, like off-duty conduct, state laws and courts have tried to balance the 
rights of employees with those of their employers in this regard. For example, if an 
employee-blogger lives in a state in which off-duty conduct is protected, he or she 
might be protected by the law. If his or her comments relate to illegal labor prac- 
tices and work conditions, the comments would probably be protected under whistle- 
blower provisions. 58 In addition, the National Labor Relations Act, which allows 
workers to form unions, protects the rights of employees to talk to one another about 
their working conditions. In a landmark case, the National Labor Relations Board 
filed a complaint against an ambulance company for firing a Connecticut woman who 
posted on her Facebook page a negative remark about her supervisor, The company 
later settled the case and agreed to revise its policies so they do not restrict employees 
from discussing their employment outside of work.*? 

As you can tell from this discussion, employers who are thinking about disciplining 
or firing an employee for off-the-job speech should seek legal advice before doing so. 
Meanwhile, employees need to realize that what they say online can put their employ- 
ers in an awkward situation to which they are going to feel compelled to respond. 
Moreover, online posts that are racist, sexist, demean or harass one’s coworkers, and 
reveal confidential company information are not likely to be legally protected. They 
can also be career enders for employees. 


Workplace Romances 
Workplace romances create a dilemma for organizations. Acceptable behavior in a 
consensual relationship between employees can become harassing behavior if one 
party to the relationship no longer welcomes the conduct, and it may result in violence 
should a scorned lover seek violent revenge at the work site. Of particular concern is an 
employer's liability if a coworker, supervisor-subordinate, or other power-differentiated 
romance goes sour and leads to charges of sexual harassment. A supervisor in a roman- 
tic relationship with a subordinate becomes immediately vulnerable to a sexual harass- 
ment claim, as does his or her employer. Furthermore, workplace romances can lead 
to employee charges of favoritism against a coworker involved in a supervisor- 
subordinate romance. These “reverse harassment” claims are based on preferential 
treatment given an employee engaged in a romantic affair. Workplace romances can 
also create morale problems when other employees feel unfairly treated; such situa- 
tions can lead to jealousy, resentment, and hard feelings.°! 

As we mentioned in Chapter 3, although some companies have strict antifrater- 
nization policies, such a policy can lead to lawsuits. However, recall that the rights of 
companies to control the legal, off-duty conduct of their employees are limited. Sexual 
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harassment policies have become the 
preferred way to deal with the issue. 
To minimize the negative effects 
of a romantic relationship between 
supervisor-subordinate, most at- 
torneys advise HR managers to talk 
to the two people in an effort to get 
one of them to agree to move to an- 
other department. However, this can 
be a problem if a firm is a small one 
and there is no other department to 
transfer to, One person may have to 
be asked to resign. As an alternative, 
some employers have dating parties 
sign consensual relationship agreements 
stating that they will not let their re- 
lationship affect the work environ- 
ment or sue their employer should 
the relationship go sour. 


Body Art, Grooming, 

and Attire 

Tattoos and body piercing are 
increasingly popular, particularly among Generation X and Y workers. Employers 
have the right to establish reasonable standards for grooming, attire, and tattoos and 
facial piercings, and to require employees to abide by those standards,’ An at-will 
employee who does not do so can be let go. However, policies on appearance should 
reflect the nature of the organization and its industry, the types of safety concerns it 
faces, and not impinge on an employee's religious rights.4 For example, after UPS 
fired a worker of the Rastafarian faith for not cutting his dreadlocks, the company 


was sued by the EEOC. Dreadlocks and beards are protected religious observance 
rights under Title VII of the Civil Rights Act. 


NASA/Getty Images 


Disciplinary Policies and Procedures 


When managers are asked to define the word discipline, their most frequent response is 
that discipline means punishment. That definition isnt necessarily wrong. However, in 
the context of management, discipline does not mean punishment. Rather, discipline 
is a tool used to correct the practices of employees to help them perform better so they 
conform to acceptable standards. Many organizations, such as Goodyear Aerospace 
and Arizona State University, define discipline in their policy manuals as training that 
“corrects, molds, or perfects knowledge, attitudes, behavior, or conduct.’ To view disci- 
pline in any other way—as punishment or as a way of getting even with employees— 
can only invite problems for management, including possible lawsuits. Figure 13.6 lists 
the more common disciplinary problems identified by managers. 

It goes without saying that disciplinary actions should be taken only for justifiable 
reasons, and that employees should be treated fairly and consistently. This is impor- 
tant because employees and their coworkers are highly sensitive to disciplinary pro- 
cedures, They pay close attention to how they are implemented and make judgments 


Lisa Nowak made 
headlines in 2007. 

A relationship with 

a fellow astronaut 
fizzled, and Nowak 
was later arrested for 
attempting to kidnap 
her former lover's 
new girlfriend. The 
girlfriend was able 
to escape unharmed 
from Nowak, who 
was later discovered 
and arrested. NASA 
didn’t institute a 
nonfraternization 
policy following the 
incident, but it did, 
beef up its screening 
policies to help screen 
out candidates with 
psychological issues. 


LEARNING OUTCOME 4 


Have you ever worked 
with someone who 
broke the rules repeat- 
edly but was never dis- 
ciplined for it? How did 
it affect your morale 
and willingness to fol- 
low the rules? 


discipline 

A tool, used to correct and 
mold the practices of em- 
ployees to help them perform 
better so they conform to ac- 
ceptable standards 
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FIGURE 
13 6 Common Disciplinary Problems 


ATTENDANCE PROBLEMS ON-THE-JOB BEHAVIOR PROBLEMS 


Unexcused absence 

Chronic absenteeism 
Unexcused/excessive tardiness 
Leaving without permission 


DISHONESTY AND RELATED PROBLEMS 


Theft 

Falsifying employment application 
Willfully damaging organizational property 
Punching another employee’s time card 
Falsifying work records 


WORK PERFORMANCE PROBLEMS 


Failing to complete work assignments 
Producing substandard products or 


Bullying 

Intoxication at work 

Insubordination 

Horseplay 

Smoking in unauthorized places 

Fighting 

Gambling 

Failing to use safety devices 

Failing to report injuries 

Carelessness 

Sleeping on the job 

using abusive or threatening language 
with supervisors 

Possessing illegal narcotics or alcohol 
Possessing of firearms or other weapons 


services 


Failing to meet established production 
requirements 


Sexual harassment 
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about their fairness. Good guidelines will help a firm not only avoid lawsuits but pre- 
vent creating a poisonous atmosphere at work that can lead to low morale among 
employees and high turnover, which, as you have learned, is very costly. 


The Result of Inaction 


Even when it's justified, managers don't generally enjoy disciplining their employees. 
However, failing to do so generally aggravates a problem that eventually must be resolved. 
As Grant Freeland, an HR consultant puts it, “Few things de-motivate an organization 
faster than tolerating and retaining low performers.’”©° Moreover, if and when disciplin- 
ary action is taken, the delay will make it more difficult to justify if the employee contests 
the action. Why wasn't the employee previously disciplined?©” Why did he or she receive 
satisfactory performance ratings and perhaps even merit raises? Contradictions such as 
these will make it more difficult for the employer to make its case. 

Figure 13.7 presents a disciplinary model that illustrates the areas where provisions 
should be established. The model also shows the logical sequence in which disciplinary 
steps must be carried out to ensure enforceable decisions, A major responsibility of the 
HR department is to develop and to have top management approve an organizations 
disciplinary policies and procedures. The HR department is also responsible for ensur- 
ing that disciplinary policies, as well as the disciplinary action taken against employees, 
are consistent with any labor agreements and conform to current laws. However, the 
primary responsibility for preventing or correcting disciplinary problems rests with an 
employee's immediate supervisor. This person is best able to observe evidence of unsat- 
isfactory behavior or performance and to discuss the matter with the employee. Should 
discipline become necessary, the employee's immediate supervisor is the logical person to 
apply the company’s disciplinary procedures and monitor the employees improvement. 
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FIGURE 
13 7 A Disciplinary Model 


Organization beds Violation of Investigation 
aie ay Definition of we 
discipline oul organizational of employee 
; discipline 
policy rules offense 


Disciplinary Progressive 
interview discipline 


Due process Just cause Discharge 
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Setting Organizational Rules 


Setting an organization's rules is the foundation for an effective disciplinary system. QEU0IMireona- 
These rules govern the type of behavior expected of employees. Organizations as 


diverse as Gerber Products, Walmart, JetBlue, and Staples have written policies ex- 
plaining the type of conduct required of employees. The following suggestions can 
help HR managers and their firms when they are considering the rules the organiza- 
tion should adopt and how they should be implemented: 


What are the disciplin- 
ary policies and proce- 
dures at your school? 
In what ways do you 
think they might be 
1, The rules must be reasonable and relate to the safe and efficient operation of the similar to those imple- 
organization. mented in the work- 
place? In what ways do 
you think they might 
be different? 


2. The rules as well as the consequences for breaking them should be written down 
and widely disseminated to all employees. Neglecting to communicate the rules is 
a major reason disciplinary actions taken against employees are reversed. 


3. The rules should be clearly explained. Employees are more likely to accept a rule if 
they understand the reason behind it. 


4. Employees should sign a document stating that they have read and understand the 
organizational rules. 


5. The rules should be reviewed periodically—perhaps annually—especially those 


rules critical to work success. 


Investigating a Disciplinary Problem 


It is a rare manager who has a good, intuitive sense of how to investigate employee mis- 
conduct. Perhaps because managers are reluctant to discipline employees, too frequently 
investigations are conducted in a haphazard manner; worse, they overlook one or more 
investigative concerns.” Figure 13.8 lists seven questions to consider when investigat- 
ing an employee offense. Attending to each question will help ensure a full and fair in- 
vestigation while providing reliable information free from personal prejudice. 


Documenting Misconduct 
When a manager fails to record the misconduct of employees, it can undermine a 
firm's efforts to deal with the behavior. A manager's records of employee misconduct 
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FIGURE 
13 8 Questions to Consider during Disciplinary Investigations 


. In very specific terms, what is the offense charged? 
e Is management sure it fully understands the charge against the employee? 
e Was the employee really terminated for insubordination, or did the employee merely refuse a request by 
management? 


. Did the employee know he or she was doing something wrong? 
e What rule or provision was violated? 
e How would the employee know of the existence of the rule? 
e Was the employee warned of the consequence? 


. Is the employee guilty? 
e What are the sources of facts? 
e Is there direct or only indirect evidence of guilt? 
e Has anyone talked to the employee to hear his or her side of the situation? 


. Are there extenuating circumstances? 
e Were conflicting orders given by different supervisors? 
e Does anybody have reason to want to “get” this employee? 
e Was the employee provoked by a manager or another employee? 


. Has the rule been uniformly enforced? 
e Have all managers applied this rule consistently? 
e What punishment have previous offenders received? 
e Were any other employees involved in this offense? 


. ls the offense related to the workplace? 
e Is there evidence that the offense hurt the organization? 
e Is management making a moral judgment or a business judgment? 


. What is the employee’s past work record? 
e How many years of service has the employee given the organization? 
e How many years or months has the employee held the present job? 
e What is the employee’s personnel record as a whole, especially his or her disciplinary record? 
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are considered business documents, and as such they are admissible evidence in 
arbitration hearings, administrative proceedings, and courts of law. “It’s too compli- 
cated,’ “I just didn’t take time to do it,’“I have more important things to do” are some 
of the reasons managers give for failing to do so. 

The most significant cause of inadequate documentation, however, is that manag- 
ers often do not know what constitutes good documentation, This is another area 
where HR managers can help supervisors. The documentation need not be lengthy, 
but to be complete it should include the following eight items: 


1. The date, time, and location of the incident(s) 
2. The behavior exhibited by the employee (the problem) 


3. The consequences of that action or behavior on the employee's overall work per- 
formance and/or the operation of the employee's work unit 


4. Prior discussion(s) with the employee about the problem 


5. The disciplinary action to be taken and the improvements expected should be 
documented 
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6. The consequences of failing to make the improvements by a certain follow-up 
date 


7. The employee's reaction to the supervisor's attempt to change his or her behavior 
8. The names of witnesses to the incident (if applicable) 


To ensure that the documentation is as accurate as possible, a manager should re- 
cord the previous eight items immediately after an incident takes place while it is still 
fresh in his or her mind. 


The Investigative Interview 
Before any disciplinary action is initiated, an investigative interview should be con- 
ducted to make sure the employee is fully aware of the organization's rules and that he 
or she has not followed them.” The interview should concentrate on how the offense 
violated the performance and behavior standards expected. Most important, the em- 
ployee must be given a full opportunity to explain his or her side of the issue so that 
any deficiencies for which the organization may be responsible are revealed. Giving 
the employee an opportunity to explain his or her side is also necessary because the 
supervisor's perceptions of the employee's behavior may not be entirely accurate,” 
Employees do not have the right to have an attorney present during an investigative 
interview. However, in NLRB v. Weingarten, Inc., the Supreme Court upheld a Na- 
tional Labor Relations Board ruling in favor of a unionized employee's right to have 
a union representative with him or her during an investigative interview—if the em- 
ployee reasonably believes that discipline could result from the interview.”? Within 
the past twenty-five years, the National Labor Relations Board has flip-flopped four 
times on whether nonunion employees enjoy Weingarten rights. Currently, nonunion 
employees do not have the right to have a coworker present in an investigatory inter- 
view that may lead to disciplinary action. 


Approaches to Disciplinary Action 
Assuming a thorough investigation shows that an employee has violated a rule, a firm 


can take one of two approaches to disciplinary action: progressive discipline and posi- 


; De da Why do you think su- 
tive discipline. 


pervisors often verbally 
warn employees first 
before disciplining 
them? Do they need to? 
Are there any profes- 
sions in which verbal 
warnings are skipped? 


Progressive Discipline 
Progressive discipline is the application of corrective measures by increasing degrees. 
Progressive discipline is designed to motivate an employee to correct his or her mis- 
conduct voluntarily. The technique is aimed at nipping the problem in the bud, using 
only enough corrective action to remedy the shortcoming. Because each situation is 
unique, a number of factors must be considered in determining how severe a disci- f 
plinary action should be. Some of the factors to consider were listed in Figure 13.8. Prope SSIye 

The typical progressive discipline procedure includes four steps. From an oral warn- discip line 
ing (or counseling), the action may progress to a written warning, to a suspension le ee ee ne 
without pay, and ultimately to discharge only as a last resort. When progressive disci- degrees 
pline is applied properly: 


1, Employees always know where they stand regarding offenses. 
2. Employees know what improvement is expected of them. 


3. Employees understand what will happen next if improvement is not made. 
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Positive Discipline 

Some HR professionals believe that the intimidating and adversarial nature of pro- 
gressive discipline keeps it from achieving the intended purpose. For these reasons, or- 
ganizations such as Saint Alphonsus Regional Medical Center, Ocean Spray, Banner 
Health, Pennzoil, and Bay Area Rapid Transit have instead used an approach called 


positive, positive, or nonpunitive, discipline. Positive discipline is based on the concept that 
or nonpunitive, employees must assume responsibility for their personal conduct, job performance, 
discipline and careers.” 

A system of discipline that Positive discipline requires a cooperative environment in which the employee and 


focuses on early correction 


of employee misconduct, the supervisor engage in a joint discussion to agree on a way to resolve the per- 
with the employee taking formance issue. The employee then bears the sole responsibility of implementing 
total responsibility for cor- the solution. Rather than reprimands, the supervisor provides the employee with 


recting the problem reminders to improve his or her performance. HR managers often describe posi- 


tive discipline as “nonpunitive discipline that replaces threats and punishment with 
encouragement.’ 

Positive discipline is implemented in three steps. The first is the conference be- 
tween the employee and the supervisor to find a solution to the problem. Stephen 
Meyer, the CEO and director of learning and development at the Rapid Learning 
Institute, a business training company, suggests supervisors position themselves as 
“career advocates.’ They should frame the conversation in terms of the person's career 
with the company and explain that they want to help the employee change the short- 
term behavior that could jeopardize his or her career. Supervisors can document this 
conference, but a written record of this meeting is not placed in the employee's file 
unless the misconduct occurs again. 

If improvement does not occur after the first step, the supervisor holds a second 
conference with the employee to determine why the solution agreed to in the first 
conference did not work. At this stage, however, a written reminder is given to the 
employee. This document states the new or repeated solution to the problem, with an 
affirmation that the improvement is the responsibility of the employee and a condi- 
tion of his or her continued employment. 

When both conferences fail to produce the desired results, the third step is to give 
the employee a one-day decision-making leave (a paid leave). The purpose of this paid 
leave is for the employee to decide whether he or she wishes to continue working 
for the organization, The organization pays for the leave to demonstrate its desire to 
retain the person. Also, paying for the leave eliminates the negative financial effects 
and emotions the employee experiences when losing a day’s pay. Employees given a 
decision-making leave are instructed to return the following day with a decision either 
to make a total commitment to improve their performance or to quit the organization. 
If a commitment is not made, the employee is dismissed with the assumption that he 
or she lacked responsibility toward the organization. 


Discharging Employees 
Because discharging a worker poses serious consequences for the employee—and 
possibly for the organization—it should be undertaken only after a deliberate and 
thoughtful review of the situation.” If an employee is fired, he or she may file a 
wrongful discharge suit claiming the termination was “without just or sufficient 
cause,’ implying a lack of fair treatment by management. 

How does an employer know if it has just cause to terminate an employee? This 
question is not easily answered, but standards governing discharges do exist in the 
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form of rules developed in the field of labor arbitration.” These rules consist of 
a set of guidelines that are applied by arbitrators to determine if a firm had just 
cause for a termination. These guidelines are normally set forth in the form of 
questions, provided in Figure 13.9, For example, before discharging an employee, 
did the manager forewarn the person of possible disciplinary action? A no answer 
to any of the seven questions in the figure generally means that just cause was not 
established and that the decision to terminate was arbitrary, capricious, or dis- 
criminatory. The significance of these guidelines is that they are being applied not 
only by arbitrators, but also by judges in wrongful discharge suits. It is critical that 
managers at all levels understand the just cause guidelines, including their proper 
application. 


Informing the Employee 

Regardless of the reasons for a discharge, it should be done with personal consider- 
ation for the employee affected. Every effort should be made to ease the trauma a dis- 
charge creates.” The employee must be informed honestly, yet tactfully, of the exact 
reasons for the action. Doing so can help the employee face the problem and adjust to 
the termination in a constructive way. 

To gain confidence, a supervisor might want to discuss, and even rehearse, with 
his or peers and an HR manager the upcoming termination meeting to ensure that 
all important points are covered and presented in the best way possible. Although 
managers agree that there is no single right way to conduct the discharge meeting, the 
following guidelines will help make the discussion more effective: 


1, Come to the point within the first two or three minutes, and list in a logical order 
all reasons for the termination.”” 


2. Be straightforward and firm, yet tactful, and remain resolute in your decision. 


3. Make the discussion private, businesslike, and fairly brief. 


FIGURE 
13 9 “Just Cause” Discharge Guidelines 


. Did the organization forewarn the employee of the possible disciplinary consequences 
of his or her action? 


. Were management’s requirements of the employee reasonable in relation to the orderly, 
efficient, and safe operation of the organization’s business? 


. Did management, before discharging the employee, make a reasonable effort to estab- 
lish that the employee’s performance was unsatisfactory? 

. Was the organization’s investigation conducted in a fair and objective manner? 

. Did the investigation produce sufficient evidence of proof of guilt as charged? 


. Has management treated this employee under its rules, orders, and penalties as it has 
other employees in similar circumstances? 


. Did the discharge fit the misconduct, considering the seriousness of the proven offense, 
the employee’s service record, and any mitigating circumstances? 


© Cengage Learning 2013 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


PART5 Enhancing Employee-Management Relations 


due process 


Procedures that constitute 
fair treatment, such as al- 
lowing an employee to tell 
his or her story about an 
alleged infraction and defend 
against it 


alternative dispute 
resolution (ADR) 


A term applied to different 
employee complaint or dis- 
pute resolution methods that 
do not involve going to court 


LEARNING OUTCOME 7 


What pros and cons do 
you think employees 
who agree to settle 
their grievances via al- 
ternative dispute reso- 
lution methods face? 
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4. Do not mix the good with the bad. Trying to sugarcoat the problem sends a mixed 
message to the employee. 


5. Avoid making accusations against the employee and injecting your personal feel- 
ings into the discussion. 


6. Avoid bringing up any personality differences between you and the employee. 


7. Provide the employee with any severance pay information, and let the person know 
about the status of his or benefits and coverage. 


8. Explain how you will handle employment inquiries from future employers looking 
to hire the person.”® 


Termination meetings should be held in a neutral location, such as a conference 
room, to prevent the employee from feeling unfairly treated. The manager should 
never provoke the employee. Should the employee become belligerent, agitated, or 
show signs of hostility, the meeting should be stopped immediately and the firm's HR 
department and security notified. 

It is common for managers or security officers to accompany employees back to 
their work areas to collect their belongings and then escort them off the premises. 
However, this should be done as discreetly as possible to lessen any embarrassment 
the employee may experience. 

A manager who terminates an employee should keep the details of the termina- 
tion private and not disparage the person when to talking to other people, including 
other managers, customers, and the person's former coworkers. Doing so might make 
a manager feel better, but for the people who have to hear it, it is a morale killer. 
Even worse, it gives the terminated employee grounds to sue the manager and firm 
for defamation. 


Due Process 

Despite the at-will employment doctrine, most people believe that employees should 
not be disciplined without the protection of due process. HR managers normally 
define due process as the employee's right to be heard—the right of the employee to 
tell his or her side of the story regarding the alleged infraction of organizational rules, 
Due process serves to ensure that a full and fair investigation of employee misconduct 
occurs. Normally, due process is provided employees through the employer's appeals 
procedure. Employers risk having their terminations overturned— even when they 
are justified—when employees are denied due process, 


Alternative Dispute Resolution Procedures 


In unionized workplaces, grievance procedures are stated in virtually all labor agree- 
ments. In nonunion organizations, however, alternative dispute resolution (ADR) 
methods are often used.” Alternative dispute resolution methods address employee 
discharges and complaints outside of court, which is generally faster and cheaper for 
both parties. Employers often ask workers to sign ADR agreements when they receive 
their offer letters or sign their employee handbooks. 

Although the right to require employees to sign ADR agreements is supported by 
court decisions, to be enforceable—they must be fair and equitable to both employees 
and employers.®” Employers can't “stack the deck” against employees by imposing 
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rules on employees that clearly favor the employer. As one legal expert has 
noted, “As much as possible, the agreement should provide employees with 
the same rights and remedies that they would have enjoyed had their day in 
court been available to them.’®! Next we will look at some of the different 
types of alternative dispute resolution methods organizations use. 


Step-Review Systems 

As Figure 13.10 illustrates, a step-review system is based on a preestab- 
lished set of steps—normally four—for the review of an employee's com- 
plaint by successively higher levels of management. These procedures are 
patterned after the union grievance systems we will discuss in Chapter 14. 
For example, they normally require that the employee's complaint be formal- 
ized as a written statement. Managers at each step are required to provide a full 
response to the complaint within a specified time period, perhaps three to five 
working days. 

An employee is sometimes allowed to bypass meeting with his or her immediate 
supervisor if the employee fears reprisal from this person. Unlike appeal systems in 
unionized organizations, however, nonunion appeal procedures ordinarily do not 
provide for a neutral third party—such as an arbitrator—to serve as the judge of 
last resort. In most step-review systems, the president, chief executive officer, vice 
president, or HR director acts as the final authority, and this person's decision is not 
appealable. Some organizations give employees assistance in preparing their com- 
plaint cases. For example, an employee who desires it may be able to get advice and 
counsel from a designated person in the HR department before discussing the issue 
with management. 


Peer-Review Systems 

A peer-review system, also called a complaint committee, is composed of equal num- 
bers of employee and management representatives. The employees on the committee 
are normally elected by secret ballot by their coworkers for a rotating term, whereas 
the managers are assigned, also on a rotating basis. A peer-review system functions as 
a jury because its members weigh evidence, consider arguments, and, after delibera- 
tion, vote independently to render a final decision. 

The peer-review system can be used as the sole method for resolving employee 
complaints, or it can be used in conjunction with a step-review system. For example, 
if an employee is not satisfied with management's action at step 1 or 2 in the step- 
review system, the employee can submit the complaint to the peer-review committee 


FIGURE 
13 10 Conventional Step-Review Appeal Procedure 


HR 
department 


Department 


Employee head 


Supervisor 


Using the INTERNET 


step-review system 


A system for reviewing em- 
ployee complaints and dis- 
putes by successively higher 
levels of management 


peer-review system 


A system for reviewing 
employee complaints that 
utilizes a group composed of 
equal numbers of employee 
representatives and manage- 
ment appointees. The group 
weighs evidence, considers 
arguments, and, after de- 
liberation, votes to render a 
final decision 


Top 
management 
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for final resolution. Organizations such as Northrop Grumman, Polaroid, Citicorp, 
and Turner Brothers Trucking consider one of the benefits of the peer-review system 
to be the sense of justice that it creates among employees. 


Open-Door Policy 
open-door policy The idea behind an open-door policy is that to facilitate communication and the 
A policy of settling griev- free exchange of ideas, every manager's office door should be open to every em- 
a. e eave ployee. The policy is also an old standby method for settling employee complaints. 
the Maan SINET for In an organization that has such a policy, an employee is allowed to contact vari- 
employee contact ous managers above his or her immediate supervisor for various reasons, includ- 
ing grievances; the levels may extend as high as a vice president, president, or chief 
executive officer. The person who acts as “the court of last resort” is the HR director 
or a senior staff official. 

There are some problems associated with open-door policies, however. One is 
that some managers do not like to listen honestly to employee complaints. As an 
employee once told the authors of this text, “My manager has an open-door policy, 
but the door is only open one inch.’ Because of this, employees are often reluctant to 
approach managers with their problems. In addition, an open-door policy generally 
fails to guarantee consistent decision making because what is fair to one manager 
may seem unfair to another. Higher-level managers tend to support supervisors for 
fear of undermining their authority, and as a system of justice, open-door policies 
may lack credibility with employees, Still, the open-door policy is often successful 
when it is supported by all levels of management and when management works to 
maintain a reputation for being fair and open-minded. One way to make an open- 
door policy work better is to ensure employees with grievances first try to work out 
their problems with their immediate supervisors before contacting higher-up man- 
agers. This way, the chain of command isn't violated, and the supervisor of the em- 
ployee who aired the grievance does not feel as if he or she was not given a chance to 
resolve the issue. 


Ombudsman System 
Rockwell, Johnson & Johnson, Herman Miller, Eastman Kodak, and Pace University 


ombudsman are just a few organizations that employ ombudsmen. An ombudsman is a desig- 
A designated individual from nated individual from whom employees may seek counsel for the resolution of their 
ee complaints. The ombudsman listens to an employee's complaint and attempts to re- 
complaints solve it by seeking an equitable solution between the employee and the supervisor. 


This individual works cooperatively with both sides to reach a settlement, often em- 
ploying a problem-solving approach to the issue. As Gordon Halfacre, the ombuds- 
man for faculty and graduate students at Clemson University, notes, “The ombuds is 
an advocate for a fair process, not an advocate on behalf of individuals or the institu- 
tion.’ Because the ombudsman has no authority to finalize a solution to the problem, 
compromises are highly possible, and all parties concerned tend to feel satisfied with 
the outcome. 

To function successfully, ombudsmen must be able to operate in an atmosphere of 
confidentiality that does not threaten the security of the managers or subordinates 
who are involved in a complaint. For example, complaints of sexual harassment, abuse 
of power, or issues that deal with circumstances that violate the law or unethical be- 
havior (whistle-blowing) require high degrees of confidentiality to protect those in- 
volved, While ombudsmen do not have the power to decide employee complaints, 
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it is recommended that they have access to high levels of management to 
ensure that employee complaints receive fair treatment. 


Mediation 

Along with arbitration, mediation is fast becoming a popular way to resolve 
employee complaints. During mediation, which also discussed in Chap- 
ter 14 in conjuction with labor agreements, a neutral person (mediator) 
helps employees and managers negotiate and reach a voluntary agreement 
acceptable to both parties. The essence of mediation is compromise. The 
mediator holds a meeting with the employee and management, listens to 
the position of each side, gathers facts, and then through discussion, sugges- 
tions, and persuasion obtains an agreement that satisfies the needs and requirements 
of both sides. 

A mediator serves primarily as a fact finder and as an open channel of 
communication between the parties. Unlike arbitrators, mediators have no power or 
authority to force either side toward an agreement. They must use their communica- 
tion skills and the power of persuasion to help the parties resolve their differences. 
A cornerstone of mediation is that the parties maintain control over the settlement 
outcome,®” 

Mediation is a flexible process that can be shaped to meet the demands of the par- 
ties, Also, it can be used to resolve a wide range of employee complaints, including 
discrimination claims or traditional workplace disputes.*? Employees like the process 
because of its informality. According to one authority, “Mediation might be described 
as a private discussion assisted by an impartial third party.’84 Settlements fashioned 
through mediation are generally readily acceptable by the parties, thus promoting a 
favorable working relationship. 


Blend Images/Alamy 


Using the INTERNET 


mediation 

The use of an impartial neu- 
tral to reach a compromise 
decision in employment 
disputes 


mediator 

A third party in an employ- 
ment dispute who meets 
with one party and then the 
other in order to suggest 
compromise solutions or to 
recommend concessions 
from each side that will lead 
to an agreement 


Discussion and 
compromise are 
cornerstones 

of employment 
mediation, which is 
a highly effective 
method of resolving 
disputes. 
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LEARNING OUTCOME & 


Name some companies 
you believe treat their 
employees ethically 
and some that do 

not. Why do you think 
the two groups differ 
in this regard? Does 

it depend upon the 
type of industry the 
company competes in? 


ethics 


A set of standards of conduct 
and moral judgments that 
help to determine right and 
wrong behavior 
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Arbitration 

Private employers may require that employees settle their disputes through arbitra- 
tion.® Arbitration, which is fully explained in Chapter 14, works like this: The em- 
ployee and employer present their cases, or arguments, to an arbiter, who is typically 
a retired judge. He or she then makes a decision that the parties have agreed to be 
bound by. Arbitration is used primarily to resolve discrimination suits related to age, 
gender, sexual harassment, and race.®° Other workplace issues such as promotions, 
compensation, discipline, and application of company policies can be arbitrated if an 
employer's arbitration program allows it. 

While arbitration agreements normally mandate that employees arbitrate their 
discrimination claims and may prevent workers from suing their employers in court, 
they cannot prohibit employees from filing discrimination charges with the EEOC 
and other government agencies in an effort to pursue their statutory rights. In EEOC 
v. Waffle House Inc., the U.S. Supreme Court ruled that even when an employee 
has signed a mandatory arbitration agreement, if it chooses to, the EEOC can file a 
suit in its own name and recover monetary damages for the individual. Writing for 
the court, Justice John Paul Stevens noted,“ The EEOC has the authority to pursue 
victim-specific relief regardless of the forum that the employer and the employee have 
chosen to resolve their dispute.’®® 


Managerial Ethics in Employee Relations 


Throughout this textbook, we have emphasized the legal requirements of HRM. 
Laws, agency rulings, and court decisions affect all aspects of the employment 
process—recruitment, selection, performance appraisal, safety and health, labor rela- 
tions, and testing—and how managers must heed these legal constraints to avoid 
litigation. 

However, beyond what is required by the law is the question of organizational 
ethics and the ethical—or unethical—behavior engaged in by managers. Ethics can 
be defined as a set of standards of acceptable conduct and moral judgment. Ethics 
provides cultural guidelines—organizational or societal—that help us decide be- 
tween proper or improper conduct.®? How a firm treats its employees largely dis- 
tinguishes an ethical organization from an unethical one. In an ethical organization, 
managers are honest in their dealings with employees, and each group has mutual 
respect for the other. Interestingly, a research study, Employee Trust and Organiza- 
tional Loyalty, sponsored by the Society for Human Resource Management, showed 
that employees’ perceptions of ethical behavior on the part of their managers may 
be the most important driver of the trust and loyalty their subordinates have for 
them and the organization as a whole. According to the study, of critical interest 
to employees is the consistent and credible communication of information about 
the organizations ethical standards and its values, the organization's mission, and its 
workplace policies.”° 

As you learned earlier in the book, many organizations have their own codes of 
ethics that govern how they deal with their employees and the public. These writ- 
ten codes focus attention on an organization’ ethical values and provide a basis for 
its managers to evaluate their plans and actions. HR departments have been given 
a greater role in communicating an organization's values and standards, monitor- 
ing compliance with its code of ethics, and enforcing the standards throughout the 
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organization. Organizations now have ethics committees and ethics ombudsmen to 
provide training in ethics to employees. The ultimate goal of ethics training is to avoid 
unethical behavior and adverse publicity; to gain a strategic advantage; and most of 
all, to treat employees in a fair and equitable manner, recognizing them as productive 


members of the organization. 


Se Workers have certain expecta- 


tions about the employment relationship they have 
with their employers, including the mutual obliga- 
tions they have to one another. Included among those 
expectations are a certain degree of privacy and fair 
and equitable treatment while on the job. Employ- 
ers, however, have the responsibility to monitor the 
activities of their workers in order to provide a safe 
and secure workplace free from harmful employee 
acts. When the perceived rights of employees differ 
from the reasonable responsibilities of management, 
conflict can result. 


The employment-at-will doc- 
trine gives employees and employers the right to 
terminate their employment relationship with one 
another at any time; the implied contract concept 
is an exception to the employment-at-will doctrine. 
Under this concept, an employer's oral or written 
statements may constitute a contractual obligation 
in which case the at-will doctrine does not apply. 
Constructive discharge occurs when an employee 
voluntarily terminates employment but subsequently 
alleges that he or she was forced to quit because 
of intolerable working conditions imposed by the 
employer. Employees may claim they are retaliated 
against when employers punish them for exercis- 
ing their rights under law or for receiving favorable 


EEOC or court awards. 


Once employed, employees 
expect certain privacy rights, such as the freedom 
from unwarranted intrusion into their personal 
affairs. Laws and court cases related to workplace 
privacy generally attempt to balance employees’ 
legitimate expectation of privacy against the need 


of employers to supervise and control the efficient 
operations of the organizations. Testing for sub- 
stance abuse and searching and monitoring em- 
ployees while on the job and off are among the 
many privacy-rights issues employers and their 
workers face. 


In the context of management, 
discipline does not mean punishment. Rather, dis- 
cipline is a tool used to correct the practices of em- 
ployees to help them perform better so they conform 
to acceptable standards. Even when it is justified, 
managers do not generally enjoy disciplining their 
employees. However, failing to do so generally ag- 
gravates a problem that eventually must be resolved. 


ee A firms HR professionals, 


in combination with other managers, should es- 
tablish disciplinary policies, or rules, that relate 
to the safe and efficient operation of the orga- 
nization. The rules should be written down, 
explained, widely communicated within the orga- 
nization, and consistently applied. They should 
also be revised regularly as laws, regulations, 
and court rulings change. An investigation of 
an infraction begins with properly documenting 
it. To determine the severity of the disciplinary 
measure, managers need to know whether the 
employee knew of the rule that was violated, any 
extenuating circumstances that might justify the 
employee's conduct, the employee's past work re- 
cord, and various other factors. 


Se The two approaches to dis- 


cipline are progressive discipline and positive 
discipline. Progressive discipline follows a series of 
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steps based on increasing the degrees of corrective 
action. Positive discipline, based on reminders, is a 
cooperative discipline approach in which employ- 
ees accept responsibility for the desired employee 
improvement. The corrective action taken should 
match the severity of the misconduct. 


Alternative dispute resolution 
procedures are ways to resolve disputes out of court 
while ensuring employees receive fair treatment. 
The most common forms of ADRs are step-review 


alternative dispute resolution ethics 


(ADR) 


constructive discharge mediation 
discipline negligence 
due process ombudsman 


employee rights open-door policy 


employment-at-will principle 


Discussion Questions © 
Explain three areas in which 


employee rights and employer responsibilities 
could result in conflict. How might this conflict 
arise? 


esi Define the employment-at-will 


doctrine. What are the three major court exceptions 
to the doctrine? 


eS What are the legislative and 
court restrictions on employer drug testing in both 
the private and the public sector? 


ee If you were asked to develop a 
policy on discipline, what topics would you cover in 


the policy? 
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impairment testing 


peer-review system 


systems, peer-review systems, the open-door sys- 
tem, the ombudsman system, mediation, and 
arbitration. 


EVN Ethics in HRM extends be- 


yond the legal requirements of managing employees. 
Managers engage in ethical behavior when employ- 
ees are treated in an objective and fair way and when 
an employee's personal and work-related rights are 
respected and valued. 


positive, or nonpunitive, discipline 
progressive discipline 
psychological contract 
step-review system 
whistle-blowing 

wrongful discharge 


ee Te What should be the purpose of 
an investigative interview, and what approach should 
be taken in conducting it? 


ete Discuss why documentation is 


so important to the disciplinary process. What con- 
stitutes correct documentation? 


TTN Describe progressive and posi- 
tive discipline, noting the differences between these 
two approaches. 


What do you think would 


constitute an effective alternative dispute reso- 
lution system? What benefits would you expect 
from such a system? If you were asked to rule on a 
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discharge case, what facts would you analyze in de- 
ciding whether to uphold or reverse the employer's 
action? 


CUTENESS Working by yourself, or in a 


team, identify ethical dilemmas that could arise 


On the Job: Video Cases 


UNITE HERE Local 1 Chicago 
The staff of the UNITE HERE international union 


and Local 1 Chicago discuss various issues related to 
employee rights, including drug testing, free speech, 
and wrongful discharge. The video also discusses the 
importance of employee handbooks. 


in the HR areas of selection, performance ap- 
praisal, safety and health, privacy rights, and 
compensation. 


that preemployment drug testing is appropriate? 
Why or why not? 


a The video starts off with UNITE staff members 
discussing a case of alleged wrongful discharge 
when an employer fired or eliminated a 
department where employees were strong union 


supporters. Henry Tamarin (the president of 
UNITE HERE Local 1 Chicago) states in the 
video: “Under the law, you can get fired for any 
reason at any time as long as it’s not discriminatory 
and that’s very hard to prove.” What concept is he 
referring to? 


What to Watch for and Ask Yourself 


= Both the president of the local union and one 
of the shop stewards in the video talk about 
the problems with drug testing. From a policy 
standpoint, what are the conditions when it is 
most appropriate to test for drugs? Do you think 


HRM EXPERIENCE 


Learning about Employee Rights 


In the constantly changing field of human resources, it is imperative that both HR managers and supervisors be aware 
of changes that affect the organization and the process of managing employees. Nowhere is this more true than in the 
growing field of employee rights. As employees demand more job and employment rights regarding drug testing, moni- 
toring, unjust dismissals, off-duty conduct, and genetic testing, employers must be knowledgeable about new laws, 
court rulings, and the policies of other organizations that influence each area. This knowledge will enable managers to 
respond to these employee concerns in a positive and proactive manner. The failure to provide employees their rights 
could lead to costly and embarrassing lawsuits, resulting in diminished employee loyalty or morale. The purpose of this 
exercise, therefore, is to enable you to familiarize yourself with issues of employee rights. 


Assignment 
Working individually or in teams, for each of the following employee rights topics, identify and discuss the privacy 
concerns for both employees and employers. You may wish to review articles in HR journals such as Labor Law Journal, 


(continued) 
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Learning about Employee Rights (continued) 


HRMagazine, Workforce Management, Employee Relations Law Journal, and Employee Responsibility and Rights Journal as 
you complete this assignment. Answer the questions below pertaining to each of the following topics. 


e Employment-at-will and wrongful discharge suits 
e Substance abuse and drug testing 

e Searches and monitoring 

e Employee conduct away from the workplace 

e Genetic testing 

e E-mail, Internet 


1. What is the issue concerned with? 

2. Why is this issue of current interest to employees and managers? 
3. What rights are employees demanding? 

4. What, if any, laws or court cases affect this right? 

5. Generally, how are employers responding to this employee right? 


Discharged The following case illustrates the off-duty privacy claim of an employee and manage- 
for Off-Duty ment'’s right to uphold the reputation of the company. 

. Before his termination on Monday, May 6, 2011, John Hilliard worked as a senior 
Behavior sales representative for Advanced Educational Materials (AEM), a provider of high- 


quality educational books and supplies to junior and senior high schools. During his 
twelve years of employment, John was recognized as an outstanding employee with 
close working relationships with the schools he served. His sales record was excellent. 
John’s discharge resulted from what AEM claimed was a serious breach of its code of 
conduct for employees. 

On Saturday, May 4, 2011, due to a chance meeting between John and his man- 
ager, Jean Ellison, John was observed leaving an adult video store carrying what his 
manager described as pornographic magazines and an X-rated video. The following 
Monday, Jean discussed the incident with AEM's vice-president for sales and a rep- 
resentative from HR. All agreed that John’s off-duty behavior constituted a serious 
violation of the company’s code of conduct for employees, which read, in part, “Em- 
ployee off-duty behavior in no way should reflect unfavorably upon the company, its 
employees, or sales of any educational materials.” AEM has traditionally held its sales 
representatives to high moral standards because the company sells extensively to pub- 
lic school administrators and teachers. 

At his discharge meeting, John vigorously opposed his firing. While he acknowl- 
edged making the purchases, he argued strongly that what he did on his personal time 
was ‘no business of the company’s’ and his behavior in no way reflected unfavorably 
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upon AEM or the sales of its products. Besides, he said,“ The purchases were made 
as jokes for a stag party.” 


Questions 


1, Given the facts of this case, should John have been discharged? Why or why not? 

2. Should the sales representatives of AEM be held to a higher standard of personal 
conduct than sales representatives for other types of organizations? Explain. 

3. Should management have considered John’s past work record before deciding on 
discharge? Explain. 


Source: This case is based on an actual termination for off-duty misconduct, All names are fictitious. 


Supervisors report that discharging an employee is one of the toughest tasks they You Can't Fire 
perform as managers. Furthermore, termination for absenteeism can be particularly Me! Check 
difficult due to the causes of absenteeism and, in some cases, the past work record of . ` 
the employee. This case illustrates a typical absentee problem faced by management. Your Policy 
Mary Schwartz was employed by Beach Electrical Systems for nine years. For the 
first six years of her employment, she was considered a model employee. Mary’s an- 
nual performance reviews were always above average or exceptional, and she was de- 
scribed by her managers as a loyal and dedicated employee. However, things changed 
rapidly in 2004 when Mary became, as her current manager stated, “an absentee 
problem.” 
According to HR department records, in 2008 and 2009 Mary was absent 12 per- 
cent and 19 percent of the time, respectively. Her worst year was 2010, when she was 
absent 27.2 percent of the time. However, unlike other absent employees, Mary was 
always absent because of genuine and verifiable illnesses or work-related accidents. 
Mary’s supervisor had talked to her periodically about her attendance problem, but 
she was never given an official warning notice—oral or written—that she would be 
fired if her attendance record did not improve. 
The incident that caused her termination occurred on Thursday, May 20, 2011. 
On that day her manager notified all department employees (eight in total) that they 
would need to work overtime on Saturday, May 22, 2011, to complete a critical order 
for a highly valued and important customer. All employees agreed to work Saturday, 
except Mary, who cited “personal reasons,’ which she refused to disclose, for her re- 
fusal to work. 
On Monday, May 24, 20011, her supervisor, with concurrence from the department 
manager, terminated her employment for “unsatisfactory attendance.” Mary did not 
dispute the attendance record; however, she filed a grievance through the company’s 
alternative dispute resolution procedure alleging that management did not discharge 
her according to the organization's published disciplinary policy. She pointed to the 
section in the policy manual that states, “Employees will be warned for absenteeism 
before they are terminated.” Mary maintained that she was never officially warned 
as required, Management replied that Mary was well aware of her absentee problem 
but that warning her would have served no purpose since she was unable to prevent 
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her continued illnesses from occurring. Additionally, her refusal to work overtime on 
Saturday was a further indication of her lack of concern for her job or the welfare of 
the company. 


Questions 
1, What role, if any, should Mary’s past work record play in this case? Explain your 


answer. 

2. Does management have a right to know why employees refuse to work overtime? 
Why or why not. 

3. Evaluate the arguments of Mary Schwartz and management in this case. 

4. If you were a member of the company’s peer-review complaint committee, how 
would you vote in this case? What facts would cause you to vote this way? 


Source: Based on an arbitration case heard by George W. Bohlander. Names have been changed. 
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ave you ever been frustrated with your employer? Well you are not alone. Most 

everyone, at some point in their lives, will work for someone else. And most ev- 

eryone will become frustrated with policies, practices, or proclamations made by 
their employers. Your frustration may stem from a wage level that does not allow you to 
pay your bills—or textbook costs. It may stem from a manager who will not let you take 
off for spring break. Or it may stem from your employer's refusal to provide health insur- 
ance. Whatever the reason, employee/employer relations are not getting any better. 

Americans are less satisfied with their employers than they were at any point in the 
last twenty years. The trend is strongest among people who have recently entered the job 
market. According to a study by the American Federation of Labor and Congress of Indus- 
trial Organizations (AFL-CIO), employees between the age of eighteen and thirty-four are 
less satisfied with their work situation than employees of the same age group were ten 
years ago. Only 31 percent make enough money to pay their bills and put some money 
aside for savings—22 percent fewer than ten years ago. Thirty-one percent are without 
health insurance, up from 24 percent ten years ago. Finally, only 47 percent have retire- 
ment plans from their employers, down six percent from ten years ago. Moreover, more 
than half of eighteen- to thirty-four-year-old workers in the United States fall into the 
low-income bracket, making less than $30,000 per year. These people report that they 
are the least satisfied with their employers.* 

But satisfaction with your employer is not just about making enough money to pay 
the bills. National Football League (NFL) players, who almost entirely fall within the 
eighteen- to thirty-four-year-old worker age, make an average of $770,000 per year.* 
In 2011, NFL players were embroiled in a labor dispute to increase their salaries. They 
wanted a larger share of the $9 billion annual revenue generated by the NFL. Owners of 
NFL teams such as the Pittsburg Steelers and San Francisco 49ers said they needed the 
money to reinvest into the league. Roger Goodell, the NFL commissioner, said the hesi- 
tation on management's part was justified to “make the kinds of investments that grow 
this game.” The players, however, were skeptical of management. They wanted the own- 
ers to show them where all the money was being spent. The owners refused. The players 
turned to their union. 

Mention the word union and most people will have some opinion, positive or negative, 
regarding U.S. labor organizations. To some, the word evokes images of labor-management 
unrest—grievances, strikes, picketing, and boycotts. To others, the word represents in- 
dustrial democracy, fairness, opportunity, and equal representation.* Many think of unions 
as simply creating an adversarial relationship between employees and managers. 

Regardless of attitudes toward them, since the mid-1800s, unions have been an im- 
portant force shaping organizational practices, legislation, and political thought in the 
United States. Today unions remain of interest because of their influence on organiza- 
tional productivity, U.S. competitiveness, the development of labor law, and HR policies 
and practices. Despite the strong influence of unions, many individuals are unfamiliar 
with the intricacies of labor relations. 
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This chapter describes government regulation of labor relations, the labor relations 
process, reasons why workers join labor organizations, and the structure and leader- 
ship of labor unions. Importantly, according to labor law, once the union is certified to 
negotiate for bargaining unit members, it must represent everyone in the unit equally, 
regardless of whether employees subsequently join the union or elect to remain nonmem- 
bers. Therefore, in the latter sections of the chapter, we discuss the important topics 
of contract administration, particularly the handling of employee grievances and arbi- 
tration. The chapter concludes with a discussion of contemporary challenges to labor 
organizations. 

Unions and other labor organizations can affect significantly the ability of managers to 
direct and control the various functions of HRM. For example, union seniority provisions 
in the labor contract may influence who is selected for job promotions or training pro- 
grams. Pay rates may be determined through union negotiations, or unions may impose 
restrictions on management's employee appraisal methods. Therefore, it is essential that 
managers in both the union and nonunion environment understand how unions operate 
and be thoroughly familiar with the important body of law governing labor relations. 
Remember, ignorance of labor legislation is no defense when managers and supervisors 
violate labor law. Before reading further, test your knowledge of labor relations law by 
answering the questions in Highlights in HRM 1. 


Uer 4 
T HIGHLIGHTS IN HRM neh 


Test Your Labor Relations Know-How 


1. An auto mechanic applied for a job with an automotive dealership. He was denied employment because of his 
union membership. Was the employer's action lawful? 

Yes No 

2. During a labor organizing drive, supervisors questioned individual employees about their union beliefs. Was this 
questioning permissible? 

Yes No 

3. When members of a union began wearing union buttons at work, management ordered the buttons to be removed. 
Was management within its rights? 

Yes No 

4. While an organizing drive was under way, an employer agreed—as a social gesture—to furnish refreshments at a 
holiday party. Was the employer acting within the law? 

Yes No 

5. A company distributed to other antiunion employers in the area a list of job applicants known to be union sup- 
porters. Was the distribution unlawful? 

Yes No 


(Continued) 
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URT | 
1 Test Your Labor Relations Know-How pe | 


(continued) 


6. During a union organizing drive, the owner of Servo Pipe promised her employees a wage increase if they would 
vote against the union. Can the owner legally make this promise to her employees? 

Yes No 

7. Employees have the right to file unfair labor practice charges against their employer even when the organization 


is nonunion. 
Yes No 
8. The union wishes to arbitrate a member's grievance, which management has demonstrated is completely ground- 
less. Must management arbitrate the grievance? 
Yes No 
9. John Green, a maintenance engineer, has a poor work record. Management wishes to terminate his employment. 
However, Green is a union steward, and he is highly critical of the company. Can management legally discharge 
this employee? 
Yes No 
10. During an organizing drive, an office manager expressed strong antiunion beliefs and called union officials 
“racketeers,” “big stinkers,” and a “bunch of radicals.” He told employees who joined the union that they “ought 
to have their heads examined.” Were the manager's comments legal? 
Yes No 
Answers are found at the end of this chapter. 


Government Regulation of Labor Relations 


The development of U.S. labor legislation has its foundation in the social, economic, 
What role did the gov- and political climate of America. Generally, we can say that the growth of the labor 
ernment play in the movement has paralleled the passage of prolabor legislation and the ability of workers 
dispute between NFL to impose their economic demands on management. Clearly labor laws passed in the 
owners and players? 1920s and 1930s favored the growth and stability of labor organizations.” As unions 
Which law protects became stronger under federal laws, legislation was passed to curb union abuses of 
both the NFi -owners power and to protect the rights of union members from unethical union activities. 
Today the laws governing labor relations seek to create an environment in which 
both unions and employers can discharge their respective rights and responsibili- 
ties. Knowledge of labor relations laws will assist the understanding of how union- 
management relations operate in the United States. The first federal law pertaining 
to labor relations was the Railway Labor Act of 1926. Other major laws that affect 
labor relations in the private sector are the Norris-LaGuardia Act, Wagner Act, Taft- 
Hartley Act, and Landrum-Griffin Act. (See HRM 2 for key dates regarding govern- 


ment involvement in labor relations.) 


and players’ union? 
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Railway Labor Act 
The primary purpose of the Railway Labor Act (RLA), enacted in 1926, is to avoid 


service interruptions resulting from disputes between railroads and their operating 
unions. To achieve this end, the RLA contains two extensive procedures to handle 
these labor-management disputes. First, a National Mediation Board exists to resolve 
conflicts by using mediation and/or arbitration. The board is additionally charged 
with holding secret ballot elections to determine whether employees desire unioniza- 
tion. Second, the National Railway Adjustment Board handles grievance and arbitra- 
tion disputes arising during the life of an agreement. In 1936, the RLA was amended 
to extend coverage to the airline industry. 


Norris-LaGuardia Act 


The Norris-LaGuardia Act, or Anti-Injunction Act, of 1932 severely restricts the 
ability of employers to obtain an injunction (i.e., equitable remedy through a court 
order) forbidding a union from engaging in peaceful picketing, boycotts, or various 
striking activities. Previously, federal court injunctions had been an effective anti- 
union weapon because they forced unions to either cease such activities or suffer the 
penalty of being held in contempt of court. Injunctions may still be granted in labor 
disputes. Before an injunction may be issued, however, employers must show that 
lack of an injunction will cause greater harm to the employer than to the union. Like 
the RLA, this Act promotes the existence, formation, and effective operation of labor 
organizations, It also allows for negotiations between employers and their respective 
labor organizations. 


Wagner Act 
The Wagner Act of 1935 (or National Labor Relations Act) has had by far the most 


significant impact on union-management relations. It placed the protective power of 
the federal government firmly behind employee efforts to organize and bargain col- 
lectively through representatives of their choice. 

The Wagner Act created the National Labor Relations Board (NLRB) to govern 
labor relations in the United States, Although this Act was amended by the Taft- 
Hartley Act, most of its major provisions that protected employee bargaining rights 
were retained. Section 7 of the law guarantees these rights as follows: 


Employees shall have the right to self-organization, to form, join, or assist labor 
organizations, to bargain collectively through representatives of their own choosing, 
and to engage in concerted activities, for the purpose of collective bargaining or 
other mutual aid or protection, and shall also have the right to refrain from any or all 
of such activities except to the extent that such right may be affected by an agree- 
ment requiring membership in a labor organization as a condition of employment.® 


To guarantee employees their Section 7 rights, Congress outlawed specific em- 
ployer practices that deny employees the benefits of the law. Section 8 of the Act lists 


five unfair labor practices (ULPs) of employers: unfair labor 
practices (ULPs) 


1, Interfering with, restraining, or coercing employees in the exercise of their rights . i 
din Section? Specific employer and union 
guaranteed 1n Section illegal practices that deny 


A . à . i F ae ‘ employees their rights and 
2. Dominating or interfering with the formation or administration of any labor orga- _jenefits under federal 


nization, or contributing financial or other support to it labor law 
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3. Discriminating in regard to hiring or tenure of employment or any term or condi- 
tion of employment so as to encourage or discourage membership in any labor 
organization 


4. Discharging or otherwise discriminating against employees because they file 
charges or give testimony under this act 


5. Refusing to bargain collectively with the duly chosen representatives of employees 


Many ULPs are either knowingly or unknowingly committed each year by employ- 
ers, In fiscal year 2010, for example, 23,381 unfair labor practices were filed with the 
NLRB. When a charge against an employer is filed, it is assigned to an investigator, 
and if the charges show merit, they try to settle the case between the individual and 
employer out of court. Around 36 percent of the cases filed prove that labor rights 
have been violated. In 2010, only 4 percent of unfair labor practices filed actually 
went to court. The rest (96 percent) were settled out of court. 

If the case does not settle out of court, it will be assigned to an NLRB lawyer—at 
no cost to the individual who filed the complaint. On average, the NLRB wins more 
than 90 percent of these cases. The average time it takes for these cases to be heard 
is 87 days. Of all the cases settled in and out of court in 2010, the NLRB recov- 
ered $86.6 million for employees, and 2,250 employees were reinstated to their 
old jobs.’ 


National Labor Relations Board 

The agency responsible for administering and enforcing the Wagner Act is the Na- 
tional Labor Relations Board (NLRB). It serves the public interest by reducing inter- 
ruptions in production or service caused by labor-management strife. To accomplish 
this goal, the NLRB is given two primary charges: (1) to hold secret ballot elections 
to determine whether employees wish to be represented by a union and (2) to pre- 
vent and remedy unfair labor practices. The NLRB does not act on its own initiative 
in either function. It processes only those charges of unfair labor practices 
and petitions for employee elections that may be filed at one of its thirty- 
two regional offices or other smaller field offices. 

The NLRB operates in a dynamic field in which information about 
the operation of the agency and answers to legal questions can be critical 
to both employees and managers. The NLRB maintains a toll-free tele- 
phone number designed to provide cost-free and easy access about the 
agency to the public. Additionally, each regional office has an “informa- 
tion officer” available to answer specific legal questions about the law and 


the NLRB. 


Using the INTERNET 


Taft-Hartley Act 


Passage of the Wagner Act spurred the huge growth of unionization during the 
1930s and 1940s. Union membership in the United States reached 9 million in 1940, 
and with membership gains, labor's increased use of the strike became problematic 
to employers. With the bargaining power of unions now significantly increased, cou- 
pled with reports of union abuses of employee rights, certain restraints on unions 
were considered necessary. The Taft-Hartley Act of 1947 (also known as the Labor- 
Management Relations Act) met these objectives by defining unfair labor practices of 
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unions and curbing various strike activities of labor organizations. The unfair labor 
practices of unions are as follows: 


1, Restraint or coercion of employees in the exercise of their rights 


2. Restraint or coercion of employers in the selection of the parties to bargain on 


their behalf 
3. Persuasion of employers to discriminate against any of their employees 
4. Refusal to bargain collectively with an employer 
5, Participation in secondary boycotts and jurisdictional disputes 


6. Attempt to force recognition from an employer when another union is already the 
certified representative 


7. Charge of excessive initiation fees and dues 
8. “Featherbedding” practices that require payment of wages for services not performed 


In short, by passing the Taft-Hartley Act, Congress balanced the rights and duties 
of labor and management in the collective bargaining arena. No longer could the law 
be criticized as favoring unions. 


Federal Mediation and Conciliation Service 

Because of the high incidence of strikes after World War II, the Taft-Hartley Act also 
created the Federal Mediation and Conciliation Service (FMCS) to help resolve ne- 
gotiating disputes, The function of this independent agency is to help labor and man- 
agement reach collective bargaining agreements through the processes of mediation 
and conciliation. These functions use a neutral party who maintains communications 
between bargainers in an attempt to gain agreement. Unlike the NLRB, the FMCS 
has no enforcement powers, nor can it prosecute anyone. Rather, the parties in a nego- 
tiating impasse must voluntarily elect to use the service. Once the FMCS is asked to 
mediate a dispute, however, its involvement in the process can greatly improve labor- 
management relations while providing a vehicle for the exchange of collective bargain- 
ing proposals? In recent years, the FMCS has been highly visible in resolving deadlocks 
involving the communications, sports, education, and transportation industries. 

For example, in 2011 the FMCS mediated the negotiations between the Na- 
tional Football League (NFL) and the National Football League Players Association 
(NFLPA). The role of the FMCS was to get the parties together on a regular basis, 
establish an atmosphere conducive to meaningful negotiation, and to help with the 
negotiation process. Director George H. Cohen of the FMCS reported that the at- 
mosphere during the discussions reflected a noteworthy level of mutual respect, de- 
spite their strongly competing positions," 


Landrum-Griffin Act 


In 1959, Congress passed the Landrum-Griffin Act (also known as the Labor- 
Management Reporting and Disclosure Act) to safeguard union member rights and 
prevent racketeering and other unscrupulous practices by employers and union of- 
ficers. One of the most important provisions of the Landrum-Griffin Act is the Bill 
of Rights of Union Members, which requires that every union member must be given 
the right to (1) nominate candidates for union office, (2) vote in union elections or 
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referendums, (3) attend union meetings, and (4) participate in union meetings and 
vote on union business. Union members are also granted the right to examine union 
accounts and records to verify information contained in union reports and to bring 
suit against union officers as necessary to protect union funds. Moreover, under the 
act, unions are required to submit a financial report annually to the Secretary of 
Labor, and employers must report any expenditures that are made in attempting to 
exercise their bargaining rights. 


HIGHLIGHTS IN HRM a i 


= 
Sherer ics 
A Timeline of Government Involvement ‘a 
in American Labor Relations ‘ 


The following timeline covers the period from the first government-mediated settlement in 1838, to the creation of 
FMCS in 1947, to the West Coast port Mediation of 2002, to today." 


1838-1900 

1838 President Martin Van Buren facilitates a settlement of a strike by shipyard workers, the first government medi- 
ated labor settlement in America. 

1840 President Martin Van Buren signs an Executive Order providing a 10-hour workday for employees on federal 
public works projects. 


1900-1946 

1902 Ina message to Congress following a strike in the anthracite coal fields in Pennsylvania, President Theodore 
Roosevelt recognizes the public interest in labor-management relations. 

1918 The federal mediation function is born. The U.S. Conciliation Service is created at the Department of Labor. 

1926 After major rail strikes of the early 1920s, Congress enacts the Railway Labor Act, establishing the National 
Mediation Board with jurisdiction in the railroad industry, and with the power to prevent interruptions in com- 
merce in the railroad industry. The law allows railroad unions to organize and bargain collectively. 

1932 Norris/La Guardia (Anti-Injunction Act) enacted to limit the power of federal courts to issue injunctions in 
labor disputes which would deny workers full freedom of association, self-organization, designation of bargain- 
ing representatives of their own choosing, or negotiation of terms and conditions of employment. 

1934 The Railway Labor Act is amended to include airlines. 

1935 The National Labor Relations Act (Wagner Act) becomes law, guaranteeing employees the right to organize and, 
if necessary, government-supervised representation elections. The act includes the right to bargain collectively 
and sets forth prohibitions against employer interference or unfair labor practices. 

1944 The duty of fair representation is first announced in a 1944 Supreme Court case decided under the Railway 
Labor Act, Steele v. Louisville & Nashville R.R. 


1947-1969 

1947 Congress enacts the Labor-Management Relations Act of 1947 (Taft-Hartley Act). The Federal Mediation and 
Conciliation Service is created as an independent agency of the U. S. government. The agency is given the mis- 
sion of preventing or minimizing the impact of labor-management disputes on the free flow of commerce by 
providing mediation, conciliation, and voluntary arbitration. 

1959 Congress enacts the Landrum-Griffin Act (Labor Management Reporting and Disclosure Act) which establishes a 
bill of rights for union members—a right to sue their union, have a voice in union affairs and control of dues 
increases, among others. 
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? A Timeline of Government Involvement 


in American Labor Relations (continued) 


1960 “The Steelworker’s Trilogy” —The Supreme Court hands down three decisions that give full support to the ar- 
bitration process. 


1970-1990 

1970 The first mass work stoppage in the history of the U.S. Post Office occurs. Postal workers in New York walk out. 
President Nixon declares a national emergency and assigns military units to New York City post offices. 

1971 The Collyer Doctrine defines the NLRB’s policy on deferring decisions in unfair labor practice cases until after 
parties have been through the grievance arbitration procedure. Under Collyer deferral, a union is expected to 
use its grievance procedure to resolve certain unfair labor practice issues. 

1973 A Relationship-by-Objectives (RBO) program is developed for use in extreme cases of poor labor-management 
relations, when continued deterioration of the relationship could have a drastic economic effect. The first RBO 
program is delivered in Maine on behalf of the Georgia-Pacific Company and Paperworkers Local 27. 

1975 FMCS officially enters a new arena: Alternative Dispute Resolution (ADR). Congress passes Public Law 93-531, 
directing the service to mediate a 100-year old land dispute between the Hopi and Navajo Indian Tribes in 
Arizona. The rights of unionized employees to have a union representative present during investigatory 
interviews are secured by a 1975 U.S. Supreme Court ruling (NLRB v. Weingarten, Inc. 420 U.S. 251, 88 LRRM 
2689). These become known as the Weingarten rights. 

1981 President Reagan fires striking Professional Air Traffic Controllers (PATCO) and uses replacement workers. The 
Major League Baseball Players Association strikes. 

1982 FMCS plays a major part in the creation of the Independent Mediation Service in South Africa. 

1983 FMCS convenes one of the first regulatory negotiations, mediating between the Federal Aviation Administration 
and domestic airlines over flight and rest time requirements. 


1990-2008 

1990 Congress enacts the Administrative Dispute Resolution Act and the Negotiated Rulemaking Act. Both are 
aimed at increasing the use of ADR to reduce the cost of litigation in government and improve government 
decision-making. 

1993 President Clinton issues Executive Order 12871 which creates the National Partnership Council and directs each 
executive agency to form a partnership with its employees and their representatives to create a government 
that “works better and costs less.” 

2002 Peter J. Hurtgen, former chairman of the National Labor Relations Board, is appointed by President Bush as 
FMCS’s fifteenth director and successfully mediates a number of national labor conflicts, including the 10-day 
West Coast Ports closing in 2002 that cost the national economy an estimated $1 billion a day. 

2004 Director Hurtgen mediates an end to the 141-day southern California grocery strike, the longest in the indus- 
try’s history. 

2008 Director Rosenfeld oversees five days of mediation in Washington, DC to end a 52-day national strike by mem- 
bers of the International Association of Machinists and Aerospace Workers against the Boeing Company with a tenta- 
tive agreement announced on October 27, 2008. 

2011 FMCS mediates the disputes between NFL owners and players over health-care provisions, rookie salary cap, 
and whether to extend the season to 18 games from 16. 
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LEARNING OUTCOME 2 


While unionization in the 
private sector is declin- 
ing, certain industries, 
such as the hospitality 
industry, are gaining 
ground in unionization. 
If you were a service 
worker in a hotel, what 
factors would make you 
want to join a union? 


FIGURE 


The Labor Relations Process 


Individually, employees may be able to exercise relatively little power in their rela- 
tionship with employers. Of course, if they believe they are not being treated fairly, 
then Section 7 of the National Labor Relations Act grants them the legal right 
to organize and bargain with the employer collectively. When employees pur- 
sue this direction, the labor relations process begins. As Figure 14.1 illustrates, the 
labor relations process consists of a logical sequence of five events: (1) workers de- 
sire collective representation, (2) the union begins its organizing campaign, (3) the 
NLRB representation procedure begins, (4) collective negotiations lead to a contract, 
and (5) the contract is administered. Laws and administrative rulings influence each 
of the separate events by granting special privileges to or imposing defined constraints 
on workers, managers, and union officials." 


Why Employees Unionize 


The majority of research on why employees unionize comes from the study of blue- 
collar employees in the private sector. These studies generally conclude that employees 
unionize as a result of economic need, because of a general dissatisfaction with mana- 
gerial practices, and/or as a way to fulfill social and status needs. In short, employees 
see unionism as a way to achieve results they cannot achieve acting individually. 


14 1 The Labor Relations Process 


(1) 
Workers desire 
collective 
representation 


Objectives and 
goals affect 


(3) 
NLRB 
representation 
steps 


(4) 
Collective 
negotiations 
lead to a 
contract 


(2) 
Union begins 
organizing 
process 


(5) 
Contract is 
administered 


Objectives and 
goals affect 


t 


t 
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It should be pointed out that some employees join unions because of the union shop labor relations 
provisions of the labor agreement. In states where it is permitted, a union shop isa process 
provision of the labor agreement that requires employees to join as a condition of em- A logical sequence of five 
ployment. Even when compelled to join, however, many employees accept the concept pe A 
of unionism once they become involved in the union as a member. The three primary (2) the union begins its ` 


reasons unorganized workers elect to unionize are: organizing campaign, (3) 
. : : ; , : n the NLRB representation 
= Economic needs, Dissatisfaction with wages, benefits, and working conditions process begins, (4) collective 
appears to provide the strongest reason to join a union. This point is continually negotiations lead to a con- 
‘ 3 ; tract, and (5) the contract is 
supported by research studies that find that both union members and nonmem- administered 
bers have their highest expectations of union performance regarding the “bread 
and butter” issues of collective bargaining.” It is these traditional issues of wages, 


ay i i union shop 
benefits, and working conditions on which unions are built. 


A provision of the labor 


7 . : : ee ; agreement that requires 
a Dissatisfaction with management. Employees may seek unionization when they PAAR to join a union 


perceive that managerial practices regarding promotion, transfer, shift assignment, as a requirement for their 
or other job-related policies are administered in an unfair or biased manner. employment 
Employees cite favoritism shown by managers as a major reason for joining unions. 

This is particularly true when the favoritism concerns the HR areas of discipline, 

promotion, job assignments, and training opportunities. Furthermore, the failure 

of employers to give employees an opportunity to participate in decisions affecting 

their welfare may encourage union membership. It is widely believed that one 

reason managers begin employee involvement programs and seek to empower 

their employees is to avoid collective action by employees. For example, one reason 

employers in the auto, semiconductor, and financial industries involve employees 

in collaborative programs is to stifle unionization. 


= Social and leadership concerns, Employees whose needs for recognition and 
social affiliation are being frustrated may join unions as a means of satisfying these 
needs, Through their union, they have an opportunity to fraternize with other 
employees who have similar desires, interests, problems, and gripes. Such concerns 
often revolve around job insecurity, broken promises, lack of autonomy, double 
standards, hopelessness, humiliation, and lack of recognition. Employees may join 
unions to benefit in the dignity and fairness that organization membership may 
provide. Additionally, the union enables them to put leadership talents to use as 
officers of the union and representatives of fellow employees. One study found 
that employees became union stewards so that they could be seen as“a fellow your 
buddies look to” and as a person who “stands up to the boss.” 


Of the factors mentioned above, organizing campaigns based on social concerns 
(e.g. justice, fairness, and dignity) are more successful than campaigns based on dis- 
satisfaction with management or even economic issues.!4 In other words, it is not the 
fact that employees in a particular organization have to pay 20 percent of their health 
care premiums but that management has to pay only 10 percent of theirs. 


Union Avoidance Practices 


Philip Murray, the first president of the United Steel Workers of America and the 
longest-serving president of the Congress of Industrial Organizations (1940-1952) 
once stated that “employers generally get the kind of labor relations they ask for” In 
other words, there are things companies can do from an HRM perspective to decrease 
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the chances that their employees will want to form a union in the first place, thus 
avoiding the union organizing campaign altogether. Specifically, there are six practices 
or principles companies can adopt to decrease the chances of employees wanting to 
unionize.!° 

The first practice has to do with pay. As discussed in Chapter 9, not only do above 
market wages and benefits potentially increase performance and decrease turnover, 
they also decrease the likelihood that employees will want to unionize. For example, 
very few companies that have above market wage and benefits policies have unions. 

The second practice is to promote more employees from within and to do it often. 
People like to feel that they are progressing and that there is a chance for growth and 
advancement. Opportunities for career advancement help to bolster hope and a sense 
of equity in work environments where employees who do a good job are recognized 
and given chances to better their positions in the organization. 

Third, conduct cultural audits. As discussed in Chapter 2, cultural audits provide 
managers with a picture of what the company needs. It tells management how em- 
ployees feel about what is going on in the organization and the quality of the working 
environment. Organizations can then take this information and facilitate develop- 
mental programs for employees, focus more on employee needs, and correct problems 
before they become too large. Attitude surveys also provide a way for employees to 
feel they are being listened to. Management must take care with these surveys, how- 
ever. Organizations that do not respond to or act upon this valuable feedback risk 
developing even more discontent in their workforce, as employees feel that their sug- 
gestions are not valued. 

The fourth practice is to offer job rotations and training programs. In Chapter 7 we 
talk about effective ways to manage training programs and job rotation assignments. 
Specifically, job rotations help reduce burnout, which can lead to people either leav- 
ing their jobs or feeling trapped and hopeless. Job rotations also lead to increased em- 
ployee satisfaction. If variety is the spice of life, then job rotation is the spice of work. 
This leads to increased commitment to the organization. 


These teachers are 
exercising their 
legal rights to 
protest perceived 
unfair management 
actions. Perhaps 
their school system’s 
administrators could 
have prevented this 
demonstration by 
conducting a cultural 
audit. 


Copyright © Spencer Grant/PhotoEdit 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 14 The Dynamics of Labor Relations 


Fifth, share information with employees about the state of the organization. Com- 
panies that practice open book management are more likely to earn the trust and 
commitment of their employees. When difficult times arise, they may be more will- 
ing to take cuts if they can see that everyone is equally suffering. One of the primary 
complaints NFL players had against the owners was that they would not open their 
books to the players so they could see how much money the owners were actually 
making and how much they had to allocate to the players. 

Finally, organizations should make sure they have desirable working conditions. 
While it is not feasible to make the working environment pleasant in all industries, an 
organization should make sure its work environment for its employees is equally de- 
sirable as other firms in the same industry. This means having appropriate and suffi- 
cient lighting, ergonomic work spaces, and a nonhostile environment. The computer 
software programming company, SAS, has shown that a desirable workplace not only 
helps to avoid unions, it improves the productivity of the employees and decreases turn- 
over. Some things SAS has done to make the work environment nice are providing a 
piano player during the lunch hour, hiring two full-time artists to decorate the building 
and make it a beautiful place to work, and offering a 50,000-square-foot, state-of-the- 
art fitness center with exercise classes free to all employees.'” With such desirable work 
conditions, even Philip Murray might have said that SAS does not need a union. 

In sum, employers are providing wages, benefits, and services designed to make 
unionism unattractive to employees. In addition, a participative management style, 
profit sharing plans, and alternative dispute resolution procedures (see Chapter 13) 
are offered to counteract the long-established union goals of improved wages and 
working conditions. It is important to recognize that these strategies react to the con- 
ditions cited at the beginning of the chapter as the main reasons why workers union- 
ize. Because these conditions are under the direct control of management, they can be 
changed to help discourage or prevent unionism. 


Small Business Application ulil 


Unions and Small Business—Like Water and Oil 


While most small businesses are not unionized and prefer it that way, it is not uncommon for employees to unionize 
even when they are small in number. This is especially the case as unions are losing ground with large companies. For 
example, building and electrical contractors will often hire people who are members of a union, such as the Interna- 


tional Brotherhood of Electrical Workers. The need for small business owners to work with unions not only makes the 
relationship between employee and employer more formal, it also complicates the matter. 

So why, then, might employees of small businesses want to unionize? Usually when businesses are small they are 
much less formal and more personal. This informality presents advantages in being able to adapt to the environment 
and devote needed resources to building the business. However, as small businesses grow, the benefits of informality 
decrease and the costs of having informal relationships increase. Some employees may begin to feel singled out... 
or worse yet, left out. Such situations sow seeds of discontent. Employees may feel that they are not being treated 


(Continued) 
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Small Business Application ulil 


Unions and Small Business—Like Water and Oil (Continued) 


fairly. If this happens to enough employees, then the small business is in threat of becoming unionized. To reduce the 
threat of unionization among small businesses, employers must consider “how” and “when” to formalize the employer- 
employee relationship to ensure equity and fairness. One way to formalize your employee-employer relationship is 
to prepare a personnel policy manual or employee handbook. This can help employees know the basic ground rules, 
what is and is not acceptable, and what they can expect from the company. This handbook provides a basis for equity 
and fairness in management decisions that may affect the employees. The handbook can include such things as the 
company philosophy (an overall view of what is considered important), criteria for being hired and fired, training and 
growth opportunities that are available to everyone, vacation and sick day policies, and grievance procedures and dis- 
cipline. Be careful what you say, however. Some states consider an employee handbook a binding contract, and if you 
veer from the handbook you can potentially be taken to court. 

To know when to implement these policies is also important. A firm with only a few employees cannot afford a 
full-time specialist to deal with employer-employee problems. However, as a small firm grows it should start imple- 
menting some of these policies. Below are a few conditions to help understand when you should appoint a human 
resource manager to deal with these issues: 

You have over 100 employees 

Labor turnover rate is high or dramatically increasing 

You have a difficult time in recruitment and selection of new employees 
Supervisors or key employees need substantial training 

Employee morale is low 

You operate in a competitive industry for labor'® 


Organizing Campaigns 

Once employees desire to unionize, a formal organizing campaign may be started ei- 
ther by a union organizer or by employees acting on their own behalf.'? Contrary 
to popular belief, most organizing campaigns are begun by employees rather than 
by union organizers. Large national unions such as the United Auto Workers, the 
United Brotherhood of Carpenters, the United Steelworkers, and the Teamsters, 
however, have formal organizing departments whose purpose is to identify organiz- 
ing opportunities and launch organizing campaigns. 


Despite union avoid- 
ance efforts, some em- 
ployees may still want 
to unionize. What steps 
can they take in union- 
izing? What steps can 


employers take in try- Organizing Steps 

ing to stop the a Terry Moser, former president of Teamster Local 104, once told the authors that the 

from organizing? typical organizing campaign follows a series of progressive steps that can lead to em- 
ployee representation. The organizing process as described by Moser normally in- 
cludes the following steps: 


1, Employee/union contact 
2. Initial organizational meeting 


3. Formation of in-house organizing committee 
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4. Election petition and voting preparation 


5. Contract negotiations 


Step 1. The first step begins when employees and union officials meet up to explore 
the possibility of unionization. During these discussions, employees investigate the 
advantages of labor representation, and union officials begin to gather information on 
employee needs, problems, and grievances. Labor organizers also seek specific infor- 
mation about the employer's financial health, supervisory styles, and organizational 
policies and practices. To win employee support, labor organizers must build a case 
against the employer and for the union. 


Step 2. As an organizing campaign gathers momentum, the organizer schedules an 
initial union meeting to attract more supporters. The organizer uses the information 
gathered in Step 1 to address employee needs and explain how the union can secure 
these goals. Two additional purposes of organizational meetings are (1) to identify 
employees who can help the organizer direct the campaign and (2) to establish com- 
munication chains that reach all employees. 


Step 3. The third important step in the organizing drive is to form an in-house or- 

ganizing committee composed of employees willing to provide leadership to the cam- 

paign. The committee's role is to interest other employees in joining the union and in 

supporting its campaign. An important task of the committee is to have employees 

sign an authorization card (see Highlights in HRM 2) indicating their willingness authorization card 
to be represented by a labor union in collective bargaining with their employer. The A statement signed by an 


number of signed authorization cards demonstrates the potential strength of the la- employee authorizing a union 
b p 20 At 30 fth l : hor ; dsb to act as a representative of 

or union.” At least 30 percent of the employees must sign authorization cards be- the employee for purposes of 
fore the National Labor Relations Board will hold a representation election. collective bargaining 


Step 4. If a sufficient number of employees support the union drive, the organizer 
seeks a government-sponsored election. A representation petition is filed with the 
NLRB, asking that a secret ballot election be held to determine whether employ- 
ees actually desire unionization. Before the election, a large publicity campaign is di- 
rected toward employees, seeking their support and election votes. This is a period of 
intense emotions for the employees, the labor organization, and the employer. 


Step 5. Union organizing is concluded when the union wins the election. The NLRB 
“certifies” the union as the legal bargaining representative of the employees. Contract 
negotiations now begin; these negotiations represent another struggle between the 
union and employer. During negotiations each side seeks employment conditions fa- 
vorable to its position. Members of the in-plant organizing committee and the union 
organizer attempt to negotiate the employees first contract. In about one out of four 
union campaigns, unions are unable to secure a first contract after winning a repre- 
sentation election?! Should the union fail to obtain an agreement within one year 
from winning the election, the Taft-Hartley Act allows the employees to vote the 
union out through a NLRB “decertification” election. 


Aggressive Organizing Tactics 
Without question, a strategic objective of the labor movement is to become more ag- 
gressive and creative in its organizing tactics. Unions have been shocked into developing 
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these “revolutionary” organizing strategies to compensate for a decline in membership 
and to counteract employer antiunion campaigns. (Both topics will be discussed later.) 
To accomplish their agenda of “vitalizing’” the labor movement, unions employ the fol- 
lowing organizing weapons—in varying degrees—to achieve their goals: 


1, Political involvement. Unions have become more selective in their support of public 
officials, giving union funds to candidates who specifically pledge support for pro- 
labor legislation. During the 2008 national and local elections, the AFL-CIO and 
other large unions spent a total of about $300 million to help elect Democratic 
candidates to the White House and Congress.”* Specific efforts focused on identi- 
fying and registering Democrats to vote. In 2011, as states scrambled to tackle large 
budget deficits, unions found themselves embroiled in a fight with both Republican 
and Democrat governors over who should shoulder the burdens of budget cuts.” 


Y 


Neutrality agreements. Neutrality agreements secure a binding commitment from 
the employer to remain neutral during the organizing drive. The employer agrees 
that managers will not campaign against or disparage the union and managers will 
only provide facts about the union when questioned by employees. Furthermore, 
the employer agrees to accept a card check to recognize the union if the union pro- 
duces sufficient employee signed authorization cards.’ 


3 


+ 


Organizer training. Traditionally, organizing has been part-time work. Today, the 
AFL-CIO’s Organizing Institute is actively training a new generation of profes- 
sional, highly skilled, full-time organizers. Organizers who successfully complete 
the training program are usually hired by local and national unions. They work 
to assist workers to gain representation. They do this by educating workers about 
their rights, identify and develop leadership skills, and run campaigns for union rec- 
ognition. Starting salaries range from $30,000 to $40,000 with great benefits.” 


> 


Corporate campaigns. Unions may enlist political or community groups to boycott the 
product(s) of a targeted company. Other tactics include writing newspaper editori- 
als chastising specific company decisions; filing charges with administrative agencies 
such as OSHA, the Department of Labor, and the NLRB; and pressuring an organi- 
zation's financial institution to withhold loans or demand payments. According to the 
US. Chamber of Commerce, “the role of the corporate campaign is to force manage- 


ment to accede to union demands for the card check and neutrality agreements. © 


5. Information technology. E-mail and the web are fast becoming effective union orga- 
nizing tools, Websites exist that link employees to union literature, union mem- 
bership applications, and individual union web pages. “Cyberunions” seek to apply 


computer technology to all aspects of organizing activity.” 


+ 


Employer Tactics Opposing Unionization 


Employers use a two-pronged campaign to fight unionization. First, when possible, 
employers stress the favorable employer-employee relationship they have experienced 
in the past without a union. Employers may emphasize any advantages in wages, ben- 
efits, or working conditions the employees may enjoy in comparison with those pro- 
vided by organizations that are already unionized.“While you have a right to join a 
union,’ the employers may remind their employees, “you also have a right not to join 
one and to deal directly with the organization free from outside interference.” 
Second, employers emphasize any unfavorable aspects of unionism including 
strikes, the payment of union dues and special assessments, and published abuses of 
members legal rights, along with any false promises made by the union in the course 
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HIGHLIGHTS IN HRM 


United Food and Commercial Workers 
International Union Authorization Card 


United Food & Commercial Workers International Union 


Affiliated with AFL-CIO-CLG 
AUTHORIZATION FOR REPRESENTATION 


| hereby authorize the United Food & Commercial Workers International Union, AFL-GIO-CLC, 
ar its chartered Local Union(s} to represent me for the purpose of collective bargaining, 


{Print Name) {Date} 
(Signature) (Home Phone} 
{Home Addresa) (Cily} {State} (Zlp} 
{Employers Name) (Address) 
{Hire Data} (Type Work Performed) (Capartment} 
Day Night Full Part- 
Shift Shift Time Time 
{Hourly Ratej {Day Off] 
Would you participate in an organizing committee? Yes No See ee 


of its campaign. Union rules on member conduct, such as being fined for crossing a 
picket line, are emphasized to employees. Employers may also use government sta- 
tistics to show that unions commit large numbers of unfair labor practices. For ex- 
ample, 6,386 unfair labor practices were charged against unions in 2009; the majority 
(5,017) alleged illegal restraint and coercion of employees.”® Employers may initiate 
legal action should union members and/or their leaders engage in any unfair labor 
practices during the organizing effort. 

Within the limits permitted by the Taft-Hartley Act, employers can express their 
views about the disadvantages of being represented by a union. However, when coun- 
teracting a union campaign, managers must not threaten employees with loss of jobs 
or loss or reduction of other employment benefits if they vote to unionize. Nor may 
employers offer new or improved employee benefits or higher wages as a means of 
getting employees to vote“no union.’ Highlights in HRM 4 lists some of the activities 
in which managers or supervisors should not engage.” 


How Employees Become Unionized 


The employees to be organized constitute the bargaining unit to be covered by the 
labor agreement. The NLRB defines a bargaining unit as a group of two or more em- Oe ON 
ployees who have common employment interests and conditions and may reasonably niovess who share common 
be grouped together for purposes of collective bargaining. If an employer anda union employment interests and 
cannot agree on who should be in the bargaining unit, an appropriate bargaining unit hie and hie Fe 
will be determined by the NLRB on the basis of a similarity of interests (such as wages, Sa E 


. Á a igs : . ; for purposes of collective 
job duties, or training) among employees within the unit. For example, in hospitals, bargaining 


bargaining unit 
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HIGHLIGHTS IN HRM 


Employer “Don'ts” during Union 
Organizing Campaigns 


Union organizing drives are emotionally charged events. Furthermore, labor law, NLRB rulings, and court decisions 
greatly affect the behavior and actions of management and union representatives. During the drive, managers and 
supervisors should avoid the following: 


Attending union meetings, spying on employee-union gatherings, or questioning employees about the content of 
union meetings 

Questioning present or current employees about their union sentiments, particularly about how they might vote in 
a union election 

Threatening or terminating employees for their union support or beliefs 

Changing the working conditions of employees because they actively work for the union or simply support its 
ideals 

Supplying the names, addresses, and phone numbers of employees to union representatives or other employees 
sympathetic to the union 

Promising employees improvements in working conditions (wage increases, benefit improvements, and so on) if 
they vote against the union 

Accepting or reviewing union authorization cards or prounion petitions because employees’ names are listed on 
these documents 


the NLRB has designated separate units for nurses, technicians, doctors, maintenance 
employees, office clerical personnel, all other nonprofessionals, and guards. 


NLRB Representation Election 


If it succeeds in signing up 30 percent of employees within the bargaining unit, the 
union petitions for a NLRB-conducted election. The petition to hold representa- 
tion elections usually is initiated by the union, although employers, under certain cir- 
cumstances, have the right to petition for one (see Highlights in HRM 5). Prior to 
the election, the NLRB holds a preelection hearing with the employer and union, or 
unions, seeking to represent the employees. At this meeting several important issues 
are determined, including verification of the authorization cards, the NLRB’s juris- 
diction to hold the election, determination of the bargaining unit (if contested by the 
parties), the date of the election, and the voting choice(s) to appear on the ballot. The 
ballot lists the names of the unions that are seeking recognition and also provides a 
choice of “no union.” 


exclusive wee o À f f 

representation After the election is held, the winning party is determined on the basis of the num- 
The legal right and re- ber of actual votes, not on the number of members of the bargaining unit. For ex- 
sponsibility of the union to ample, suppose the bargaining unit at XYZ Corporation has 100 employees, but only 
represent all bargaining unit 27 employees voted in the election. A union receiving 14 yes votes among the 27 vot- 


members equally, regardless 
of whether employees join 


ing (a majority) would be declared the winner, and the union would bargain for all 


the union or not 100 employees. By law the union would be granted exclusive representation over all 
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bargaining unit employees.*” The union is certified by the NLRB as the bargaining 
agent for at least a year or for the duration of the labor agreement. Once the union 
is certified, the employer is obligated to begin negotiations leading toward a labor 
agreement. 

An important statistic in labor relations is the win/loss record of unions in cer- 
tification elections. In 1950, the union win rate in elections held by the NLRB was 
74.50 percent. This percentage dropped dramatically to 60.2 percent in 1965 and 
to 48.20 percent in 1995, In 2009, the NLRB held 1,619 conclusive representation 
elections, of which 1,033 resulted in union wins—a 63.8 percent win rate?! Employ- 
ees can unionize without a NLRB election. This NLRB procedure is referred to as 
“certification on a card check.’ If the union succeeds in signing up at least 50 percent 
of employees within the bargaining unit, the union may request recognition by the 
employer. Typically, evidence is produced in the form of authorization cards signed by 
employees. However, if the employer believes that a majority of its employees do not 
want to belong to the union or if the employer questions the authenticity of the cards, 
the employer can insist that a representation election be held. In recent years, a grow- 
ing number of unions, including the Communications Workers of America (CWA), 
United Auto Workers, Service Employees International Union, and the Teamsters 
have employed card checks as an expedient way to organize employees.” 


Impact of Unionization on Managers 


Why do employers aggressively oppose the unionization of their employees? First, stud- 
ies from the field of labor economics routinely show that wages and benefits are higher 
in union organizations compared to similar nonunion organizations. Second, unions 
can have a significant effect on the prerogatives exercised by management in making 
decisions about employees. Third, unionization restricts the freedom of management 
to formulate HR policy unilaterally and can challenge the authority of supervisors. 


Challenges to Management Prerogatives 

Unions typically attempt to achieve greater participation in management decisions 
that affect their members. Specifically, these decisions may involve such issues as 
the subcontracting of work, productivity standards, and job content. Employers 
quite naturally seek to claim many of these decisions as their exclusive management 
prerogatives—decisions over which management claims exclusive rights. However, 
these prerogatives are subject to challenge and erosion by the union, They may be chal- 
lenged at the bargaining table, through the grievance procedure, and through strikes. 


Loss of Supervisory Authority 

At a recent labor-management conference, a union official commented, “Contract 
terms covering wages, benefits, job security, and working hours are of major impor- 
tance to our membership.’ However, for managers and supervisors, the focal point 
of the union's impact is at the operating level (the shop floor or office facility), where 
the terms of the labor agreement are implemented on a daily basis. For example, these 
terms can determine what corrective action is to be taken in directing and in disci- 
plining employees. When disciplining employees, supervisors must be certain they 
can demonstrate just cause (see Chapter 13) for their actions. Additionally, specific 
contract language can also reduce the supervisor's ability to manage in such areas as 
scheduling, training, transfers, performance evaluation, and promotions. Under pro- 
visions of the labor agreement, supervisors may have to promote employees by se- 
niority rather than by individual merit. 
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HIGHLIGHTS IN HRM 


NLRB Election Poster 


NOTICE T 
EMPLOYEES 


FROM THE 
National Labor Relations Board 


A PET'TION 4as geen fiicd wth this Federal agency seeking an clection ta determine wheirer 
Cella n employees wart to be representen by a unian 

The case if being investigated ard NO DETERMINATION HAS BEEN MADE AT THIS TIME 
by the National Labor Relaians Board IF an élaction i$ held Natces a Election will be posted 
giving cam plete delats lor voting. 

Il was Sugqesied that your employe: post ihig notice so the National labor Reslians Pasrd 
coule inform you of your sage gis under the Natonal Labor Asatians Act. 


® To sell-organization 
® To form, yoln, or assist labor organizations 


æ To bargéin collectively lhrough representialives af your own 
choosing 
YOU HAVE * To acl Ingether tor ihe purposes of çolleçlive bargaining 


or alher mudiual ald ar prelection 
THE RIGHT æ To retuse to do any or all af these things unless the unlon and 
employer, In a slale where such agreamanta ara permiiiad, 
under enler Inte a lawlul union-security agreemant requiring 
employees lo pay periodi¢ dues and inilialion fees. 
HNonmembers who lndarm the union thal they object to the use 
Federal Law of their payments for nanrapresentational purposes may be 
required If pay only their share of the unions costs ol 
representational actyltes (such as collective bargaining, 
contract sominisivation, and griewanea acjusimenis). 


Itis possible that some o! yau will be vot-ng in a7 employee represeniaian election as a result 
gt the ruquest for ar elector having beer fled Whe NO DETERMINA ICN HAS BEEN MADE 
AT THIS TIME. 19 the event ane eciion is neld, the VATIONAL LABOR AELATIONS SO4RD wants 
al’ el gible voters co be farular wiih tren righs ander the law IF it Folds an election. 

The Byard apples rules tnat are irtendec i0 keep ils elechos tair and honest and trat result in 
a free cheice. agents of e ther uniors or empfoyers actin such a way as 10 nterfere wita your right 
to a free election, the alection can be sel asige by ine Board Where epp apriate ihe Bears pcvides 
pher remedies, sch as restatement for employees fred for exercising eir nights. including 
backpay trom ihe party -esponsuble for their discharge 


+ Threatening lass of jobs or benefits by an employer ora union 


NOTE: + Promising ar granting promotions. pay raises, or giher 
A benefits lo influence an employee's wole by # party capable of 
The following are carrying oul such promises 
examples of canduct * An employer firing employees do discourage of encourage 
$ unlon activily ora union causing lhem ba be tired to encourage 
that interere with unlon activity 
ihe rights of + Making campalgn speeches 14 assembled groups of employees 
on company time within the 24-hour pernod before the elecian 
employees and may e incitement by either an employer or a unlon of racial oF 
result in the setting religious prejudice by Inflammatory appeals 
ž 5 i ® Threatening physical fores or violence to employees by a 
aside of ihe election. l Union of an employer ta Influence thelr votes 


Please bo assured ital IF AN ELECTION 15 FFL D every ettort wil be made ta orotect your 
rarity a ires eboice under the caw Improper conduci val med be pernitled Ai' partes are 
CABGGNO 1G uix g fully wia nis Agency ir mamtaining base prise ples of a tar dlactan as 
eagra by law. The Natwnal Labor Releters Road as an spency of the United States 
Governman does -cterdoree any che ae ei bee erect or. 


NATIONAL LABOR RELATIONS BOARD 
an agency of ike 


UNITED STATES GOVERNMENT 


THIS IS AN OFFICIAL GOVERNMENT NOTICE AND MUST NOT BE DEFACEG BY ANYONE 
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Structures, Functions, and Leadership 
of Labor Unions 


Unions that represent skilled craft workers, such as carpenters or masons, are called 
craft unions. Craft unions include the International Association of Machinists, 
United Brotherhood of Carpenters, and United Association of Plumbers and Pipefit- 
ters. Unions that represent unskilled and semiskilled workers employed along indus- 
try lines are known as industrial unions. The American Union of Postal Workers is 
an industrial union, as are the United Auto Workers; United Steelworkers; American 
Federation of State, County, and Municipal Employees; and Office and Professional 
Employees International Union. While this distinction still exists, technological 
changes, union mergers, and competition among unions for members have helped 
reduce it. Today skilled and unskilled workers, white-collar and blue-collar workers, 
and professional groups are being represented by both types of union. For example, 
the UAW represents workers in diverse industries from auto manufacturing to agri- 
culture to health care to higher education.*? 

Besides unions, employee associations represent various groups of professional 
and white-collar employees. Examples of employee associations include the National 
Education Association, Michigan State Employees Association, American Nurses’ 
Association, and Air Line Pilots Association. In competing with unions, these as- 
sociations, for all purposes, may function as unions and become just as aggressive as 
unions in representing members. 

Regardless of their type, labor organizations are diverse organizations, each with its 
own method of governance and objectives. Furthermore, they have their own struc- 
tures that serve to bind them together. For example, when describing labor organi- 
zations, most researchers divide them into three levels: (1) American Federation of 
Labor—Congress of Industrial Organizations (AFL-CIO), (2) national unions, and 
(3) local unions belonging to a parent national union. Each level has its own purpose 
for existence as well as its own operating policies and procedures. 


Structure and Functions of the AFL-CIO 


In 1955, the American Federation of Labor—composed largely of craft unions—and 
the Congress of Industrial Organizations—made up mainly of industrial unions— 
merged to form the AFL-CIO. The AFL-CIO is a federation of fifty-six autonomous 
national and international unions.** 

In effect, the AFL-CIO is the “House of Labor” that serves to present a united 
front on behalf of organized labor. It disseminates labor policy developed by leaders 
of its affiliated unions, assists in coordinating organizing activities among its affiliated 
unions, and provides research and other assistance through its various departments. 
Most major unions belong to this federation.” The affiliated unions pay per capita 
dues (currently 50 cents per member per month) to support federation activities. 
Specifically, the AFL-CIO serves its members by: 


1, Lobbying before legislative bodies on subjects of interest to labor 
2. Coordinating organizing efforts among its affiliated unions 
3. Publicizing the concerns and benefits of unionization to the public 


4. Resolving disputes between different unions as they occur 


craft unions 


Unions that represent skilled 
craft workers 


industrial unions 


Unions that represent all 
workers—skilled, semi- 
skilled, unskilled —employed 
along industry lines 


employee 
associations 


Labor organizations that 
represent various groups 
of professional and white- 
collar employees in labor- 
management relations 
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Besides offering these services, the AFL-CIO maintains an interest in international 
trade and domestic economic issues, foreign policy matters, social issues, and national 
and regional politics. 

A goal of the AFL-CIO is to build solidarity among its members. However, the in- 
terests and organizing activities of AFL-CIO unions do not always coincide. In 2005, 
six unions representing 5.4 million workers split from the AFL-CIO to form Change 
to Win (CTW), a rival national federation.’ The new alliance seeks to rededicate 
union resources and energies toward organizing the unorganized while also revital- 
izing the entire labor movement.*” CTW leaders argue that the AFL-CIO places too 
much emphasis on political action and too little action on organizing new members.*® 
Organizing will be directed at semiskilled and low-skilled workers in industries such 
as hotels, health care, and retail. 


Structure and Functions of National Unions 


The center of power in the labor movement resides with national and international 
unions. These organizations set the broad guidelines for governing union members 
and for formulating collective bargaining goals in dealing with management. National 
unions hold conventions to pass resolutions, amend their constitutions, and elect of- 
ficers. The president of the national union is responsible for the overall administra- 
tion of the unions, and he or she exerts a large influence—if not control—over the 
union's policies and direction.*? 

A national union, through its constitution, establishes the rules and conditions un- 
der which the local unions may be chartered, Most national unions have regulations 
governing dues, initiation fees, and the internal administration of the locals, National 
unions also may require that certain standard provisions be included in labor agree- 
ments with employers. Standard contract terms covering safety or grievance proce- 
dures and seniority rights are examples. In return for these controls, they provide 
professional and financial assistance during organizing drives and strikes and help in 
the negotiation and administration of labor agreements, Other services provided by 
national unions include (1) training of union leaders, (2) legal assistance, (3) leader- 
ship in political activity, (4) educational and public relations programs, and (5) disci- 
pline of union members. 


Structure and Functions of Local Unions 


To the “rank-and-file” union member, the importance of unionism resides in the ac- 
tivities of the local union and its leaders. The officers of a local union are usually 
responsible for negotiating the local labor agreement and for investigating and pro- 
cessing member grievances. Most important, they assist in preventing the members 
of the local union from being treated by their employers in ways that run counter to 
management-established HR policies. 

The officers of a local union typically include a president, vice president, secretary- 
treasurer, and various committee chairpeople. Depending on the size of the union, 
one or more of these officers may be paid by the union to serve on a full-time basis, 
The remaining officers are members who have regular jobs and who serve the union 
without pay except perhaps for token gratuities and expense allowances. Paid offi- 
cers from the national union—called CWA representatives by the Communication 
Workers of America—will assist the local union with functions such as organizing, 
negotiating the labor agreement, arbitration of member grievances, and legal matters. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 14 The Dynamics of Labor Relations 


An extremely important position in 
the local union is the union steward. 
The union steward represents the in- 
terests of union members in their rela- 
tions with their immediate supervisors 
and other members of management. 
Stewards are normally elected by union 
members within their department and 
serve without union pay. Because stew- 
ards are full-time employees of the 
organization, they often spend consid- 
erable time after working hours investi- 
gating and handling member problems. 
When stewards represent members 
during grievance meetings on organiza- 
tional time, their lost earnings are paid 
by the local union. 

A union steward can be viewed as a 
“person in the middle,” caught between 
conflicting interests and groups. It can- 
not be assumed that stewards will al- 
ways champion union members and 
routinely oppose managerial objectives. Union stewards are often insightful individu- union steward 
als working for the betterment of employees and the organization. Therefore, it is An employee who as a non- 
highly encouraged that supervisors and managers at all levels develop a professional paid union official represents 

A i ; A ; riy ; ; ; the interests of members 
working relationship with stewards and all union officials. This relationship can have in their relations with 
an important bearing on union-management cooperation and on the efficiency and management 
morale of the workforce. 


One of the functions 
of a union steward is 
to discuss issues with 
management as they 
arise. Here, a steward 
is discussing a safety 
issue with the site 
manager. 


Imagesource/Photo Library 


Union Leadership Commitment and Philosophies 


To evaluate the role of union leaders accurately, one must understand the nature of 
their backgrounds and ambitions and recognize the political nature of the offices they 
occupy. Union leaders—at all levels—often possess enthusiasm and a commitment 
to the ideals of unionism and employee welfare that is difficult for managers to un- 
derstand and accept. To some managers, union officials have a “religious” zeal toward 
the labor movement and the advancement of member bargaining rights. Additionally, 
it is important for managers to understand that union officials are elected to office 
and, like any political officials, must be responsive to the views of their constituency. 
The union leader who ignores the demands of union members may risk being voted 
out of office or having members vote the union out as their bargaining agent. 
To be effective leaders, labor officials must also pay constant attention to the gen- 
eral goals and philosophies of the labor movement.“ Business unionism is the gen- business unionism 
eral label given to the goals of U.S. labor organizations: increased pay and benefits, A term applied to the goals 
job security, and improved working conditions. Furthermore, union leaders also know of U.S. labor organizations, 
` A ; : ae which collectively bargain 
that unions must address the broader social, economic, and legislative issues of con- for improvements in wages, 
cern to members. For example, the United Auto Workers continually lobbies Con- hours, job security, and 
gress for protective legislation affecting the auto industry. The American Federation working conditions 
of State, County, and Municipal Employees; The Union of Needletrades, Industrial 
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and Textile Employees; and The Association of Flight Attendants, representing flight 
attendants at United Airlines and US Airways, have been active supporters of wom- 
en's issues at both the state and national levels. 


Labor Relations in the Public Sector 


Collective bargaining among federal, state, and local government employees has been 
an area of important activity for the union movement since the early 1960s. Today 
unions represent more than 36 percent of all government workers in the United 
States (compared with just 11 percent in 1960).*! The latest union membership fig- 
ures show that some of the nation’s largest labor organizations represent employees 
in the public sector—the National Education Association (3.2 million members), 
American Federation of Teachers (1.5 million members), and State, County, and 
Municipal Employees (1.6 million members), for instance.” As unions and employee 
associations of teachers, police, firefighters, and state employees have grown in size 
and political power, they have demanded the same rights to bargain and strike that 
private-sector employees have. 

While public sector and private sector collective bargaining have many features in 
common, a number of factors differentiate the two sectors. First, there are no national 
laws, like the National Labor Relations Act in the private sector, governing public 
sector labor relations. Public sector collective bargaining falls within the separate ju- 
risdiction of each state, and great diversity exists among the various state laws. For 
example, some states, such as Arizona, Utah, and Mississippi, have no collective bar- 
gaining laws; other states, such as Florida, Hawaii, and New York, have comprehen- 
sive laws granting collective bargaining rights to all public employees. Between these 
extremes are state laws granting collective bargaining rights only to specific employee 
groups such as teachers and the uniformed services (police and fire). For federal em- 
ployees, collective bargaining is governed by executive orders (regulations issued by 
the U.S. president) and the Civil Service Reform Act of 1978.7 

In 2011, Governor Scott Walker of Wisconsin stripped public employees of their 
rights to collective bargaining. A battle ensued between public sector labor unions 
and the state of Wisconsin, In an attempt to cut state budgets, other states consid- 
ered following suit by removing collective bargaining rights from public employees. 
The International Labor Organization called this move an attack on a fundamental 
human right: “the right to associate freely and have an independent voice at work.“ 
Overall, this has become one of the “hot button” issues for unions as they strive to 
maintain their strength in the public sector. 

Second, public jurisdictions often establish the wages, employee benefits, and orga- 
nizational rules under which their employees work. Public civil service systems exist to 
address employee complaints or grievances. With wages and working conditions set 
by law, unions are largely denied the opportunity to negotiate for the tradi- 
tional bread-and-butter issues of collective bargaining.“ Unions see this ar- 
rangement as a loss of opportunity to “champion” their cause to employees. 

Lastly, striking in the public sector is largely prohibited. Because the ser- 
vices that government employees provide are often considered essential to 
the well-being of the public, public policy is opposed to such strikes, Thus 
most state legislatures have not granted public employees the right to strike. 
In those states where striking is permitted, the right is limited to specific 
groups of employees—normally nonuniformed employees—and the strikes 


Using the INTERNET 
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cannot endanger the public’ health, safety, or welfare. Public employee unions con- 
tend, however, that denying them the same right to strike as employees in the private 
sector means that their power during collective bargaining is greatly reduced. Union 
officials often describe negotiating with public officials as a process of “meet and beg.” 

To provide some equity in bargaining power, various arbitration methods are used for 
resolving collective bargaining deadlocks in the public sector. One is compulsory binding 
arbitration for employees such as police officers, firefighters, and others in jobs for which 
strikes cannot be tolerated. Another method is final offer arbitration, under which the 
arbitrator must select one or the other of the final offers submitted by the disputing 
parties. With this method, the arbitrator's award is more likely to go to the party whose 
final bargaining offer has moved the closest toward a reasonable settlement. 


The Bargaining Process 


Those unfamiliar with contract negotiations often view the process as an emotional 
conflict between labor and management, complete with marathon sessions, fist 
pounding, and smoke-filled rooms. In reality, negotiating a labor agreement entails 
long hours of extensive preparation combined with diplomatic maneuvering and the 
development of bargaining strategies. Furthermore, negotiation is only one part of 
the collective bargaining process. (See Figure 14.2.) Collective bargaining also may 


FIGURE 
14 9 The Collective Bargaining Process 
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LEARNING OUTCOME 4 


If you were a manager 
in charge of bargain- 
ing with the union, 
what would be the 
first steps you would 
take in the collective 
bargaining process? 
How would you ensure 
that the bargaining 
does not become highly 
adversarial? 


collective bargain- 
ing process 

The process of negotiating a 
labor agreement, including 
the use of economic pres- 
sures by both parties 
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include the use of economic pressures in the form of strikes and boycotts by a union. 
Lockouts, plant closures, and the replacement of strikers are similar pressures used 
by an employer. In addition, either or both parties may seek support from the general 
public or from the courts as a means of pressuring the opposing side. 


Preparing for Negotiations 


Preparing for negotiations includes assembling data to support bargaining proposals 
and forming the bargaining team. This permits collective bargaining to be conducted on 
an orderly, factual, and positive basis with a greater likelihood of achieving desired goals. 
Assuming that the labor agreement is not the first to be negotiated by the parties, prep- 
aration for negotiations ideally start soon after the current agreement has been signed. 
This practice allows negotiators to review and diagnose weaknesses and mistakes made 
during the previous negotiations while the experience is still current in their minds. 
Normally, each side has four to six representatives at the negotiating table. The chief 
negotiator for management is the vice president or manager for labor relations; the 
chief negotiator for the union is the local union president or national union representa- 
tive. Others making up management's team may include representatives from account- 
ing or finance, operations, employment, legal, or training. The local union president is 
likely to be supported by the chief steward, various local union vice presidents, and a 
representative from the national union. Importantly, it is widely accepted that the con- 
duct of the negotiators strongly influences individual bargaining sessions and the out- 
comes reached. According to one experienced negotiator, “The conduct of negotiations 
largely depends on the relationship and attitude of negotiators toward one another. If 
you want conflict in your bargaining sessions just start off attacking the other side.’ 


Gathering Bargaining Data 


Employers gather economic data primarily in the areas of wages and benefits. How- 
ever, internal data relating to grievances, disciplinary actions, transfers, promotions, 
overtime, and former arbitration awards are useful in formulating and supporting the 
employer's bargaining position. The supervisors and managers who must live with 
and administer the labor agreement can be very important sources of ideas and sug- 
gestions concerning changes that are needed in the next agreement. Their contact 
with union members and representatives provides them with firsthand knowledge of 
the changes that union negotiators are likely to propose. 

When negotiating contracts, union bargainers talk about “taking wages out of com- 
petition.’ This term refers to having similar contract provisions—particularly con- 
cerning wages and benefits—between different companies in order to prevent one 
employer from having a favorable labor cost advantage over another. For example, the 
United Auto Workers representing workers at both General Motors and Ford will 
seek similar contract provisions. Furthermore, this allows unions to show their mem- 
bers that they are receiving wages and benefits comparable to those of other employ- 
ees doing like work. Other negotiated labor agreements, particularly at the local and 
regional levels, play a significant part in settling the terms of the labor agreement. 


Developing Bargaining Strategies and Tactics 


Both management and union negotiators approach bargaining with a defined strat- 
egy. In tough economic periods, the employer's strategy might be cost containment 
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or specific reductions in wages or benefits such as health care or pension costs, Con- 
versely, in times of economic growth—when a union strike would harm sales—the 
employer will be more willing to meet union demands, The employer's strategy 
should also consider proposals the union is likely to submit, goals the union is striv- 
ing to achieve, and extent to which it may be willing to make concessions or to resort 
to strike action in order to achieve these goals. 

At a minimum, the employer's bargaining strategy must address these points: 


a Likely union proposals and management responses to them 


a A listing of management demands, limits of concessions, and anticipated union 
responses 


a Development of a database to support management bargaining proposals and to 
counteract union demands 


= A contingency operating plan should employees strike 


Certain elements of strategy are common to both the employer and the union. 
Generally, the initial demands presented by each side are greater than those it actually 
may hope to achieve.“ This is done to provide room for concessions. Moreover, each 
party usually avoids giving up the maximum it is capable of conceding to allow for 
further concessions that may be needed to break a bargaining deadlock. 

The negotiation of a labor agreement can have some of the characteristics of a 
poker game, with each side attempting to determine its opponent's position while not 
revealing its own.*® Each party normally tries to avoid disclosing the relative impor- 
tance that it attaches to a proposal so that it will not be forced to pay a higher price 
than is necessary to have the proposal accepted. As in buying a new car, the buyer and 
seller employ a lot of strategy to obtain the best outcome possible. 


Negotiating the Labor Agreement 


While there is no “exact” way to negotiate a labor agreement, typically each side fo- 

cuses on one issue or several related issues until agreement is reached.*? For each 

bargaining issue to be resolved satisfactorily, the point at which agreement is reached 

must be within limits that the union and the employer are willing to accept. In a fre- 

quently cited bargaining model, Ross Stagner and Hjalmar Rosen call the area within 

these two limits the bargaining zone. In some bargaining situations, such as the one bargaining zone 
illustrated in Figure 14.3, the solution desired by one party may exceed the limits of An area in which the union 
the other party. Thus that solution is outside the bargaining zone. If that party refuses ae the employa ae willing 
to modify its demands sufficiently to bring them within the bargaining zone or if the a pa aa 
opposing party refuses to extend its limit to accommodate the demands of the other 

party, a bargaining deadlock results.° For example, when bargaining a wage increase 

for employees, if the union's lowest limit is a 4 percent increase and management's 

top limit is 6 percent, an acceptable range—the bargaining zone—is available to both 

parties. If management's top limit is only 3 percent, however, a bargaining zone is not 

available to either side, and a deadlock is likely to occur. Figure 14.3, which is based 

on the original model by Stagner and Rosen, shows that as bargaining takes place, 

several important variables influence the negotiators and their ability to reach agree- 

ment within the bargaining zone. 
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FIGURE 


14 3 The Bargaining Zone and Negotiation Influences 
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Source: Adapted from Ross Stagner and Hjalmar Rosen, Psychology of Union-Management Relations (Belmont, 
CA: Wadsworth Publishing Company, 1965), 96. Adapted with permission from Brooks/Cole Publishing Co. 


Good Faith Bargaining 


The Taft-Hartley Act requires an employer to negotiate in good faith with the 
union's representatives over conditions of employment (the same obligation applies 
to the union representatives).°' Good faith requires meetings to be held at reasonable 
times and places to discuss employment conditions, It requires also that the propos- 
als submitted by each party be realistic. In discussing the other party's proposals, each 
side must offer reasonable counterproposals for those it is unwilling to accept. Fi- 
nally, both parties must sign the written document containing the agreement reached 
through negotiations. 

Additionally, to help the parties bargain in good faith, the National Labor Rela- 
tions Board has divided the subjects of bargaining into three distinct categories. Each 
category confers specific rights and responsibilities on labor and management nego- 
tiators. The three categories of bargaining are: 


1, Mandatory subject. All matters concerning rates of pay, hours of employment, and 
other conditions of employment. Both the employer and the union must bargain 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 14 The Dynamics of Labor Relations 


in good faith over the issues. The law, however, does not require either party to 
agree to a proposal or to make concessions while negotiating these subjects. The 
parties may bargain to an impass over these topics. 


2. Permissive subjects. Matters that are lawful but not related to wages, hours, or 
other conditions of employment—the parties are free to bargain, but neither side 
can force the other side to bargain over these topics. Permissive subjects might in- 
clude a union demand to ratify supervisory promotions or consultation on setting 
the price of the organization's product or service. 


3. Illegal subjects. These subjects of bargaining would include such issues as the 
closed shop or compulsory dues checkoff. If a demand is made concerning an il- 
legal item, the NLRB finds a violation of good-faith bargaining under section 8(a) 
(5) of the Taft-Hartley Act. When labor or management negotiators cannot agree 
on whether a bargaining proposal is a mandatory or a permissive issue—such as 


drug testing or employee surveillance—the NLRB decides the dispute. 


+ 


Interest-Based Bargaining 


U.S. labor-management negotiations are characterized as adversarial. With adversar- 
ial bargaining, negotiators start with defined positions, and through deferral, persua- 
sion, trade, or power, the parties work toward the resolution of individual bargaining 
demands. Unfortunately, as noted by one labor negotiator, “adversarial bargaining 
does little to establish a long-term positive relationship based on open communica- 
tions and trust. By its nature, it leads to suspicion and compromise.” To overcome 
these negative feelings, labor and management practitioners may use a nonadversarial 
approach to negotiating, 

Interest-based bargaining is based on the identification and resolution of mu- interest-based 
tual interests rather than the resolve of specific bargaining demands.” As defined bargaining 
by the Federal Mediation and Conciliation Service, interest-based bargaining is“a  Problem-solving bargain- 
problem-solving process conducted in a principled way that creates effective solu- E O 
tions while improving the bargaining relationship.” The focus of bargaining strategy ment of a positive long-term 
is to discover mutual bargaining interests with the intent of formulating options and relationship 
solutions for mutual gain.*4 Rather than using proposals and counterproposals as 
a means of reaching agreement (as with adversarial negotiations), participants use 
brainstorming, consensus decision-making, active listening, process checking, and 
matrix building to facilitate the settlement of issues, An underlying goal of interest- bargaining power 
based bargaining is to create a relationship for the future based on trust, understand- The power òflaborahd 
ing, and mutual respect. management to achieve their 


goals through economic, so- 
cial, or political influence 


Management and Union Power in Collective Bargaining 


Fortunately, the great majority of labor-management negotiations are settled peace- LEARNING OUTCOME 5 
fully. However, should negotiations become deadlocked, bargaining can become When the NFL and the 


highly adversarial as each side will now employ its bargaining power to achieve its 
desired ends. The party's bargaining power consists of its economic, political, and 
social influence to achieve its demands at the expense of the other side. 


NFL Players Association 
came to a deadlock, 
what forms of bargain- 
ing power did each side 
possess? Who do you 
think had more power? 


Union Bargaining Power 

The bargaining power of the union may be exercised by striking, picketing, or boycot- 
ting the employer's products or services. A strike is the refusal of a group of employees 
to perform their jobs. Unions usually seek strike authorization from their members 
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to use as a bargaining ploy 
to gain concessions that will 
make a strike unnecessary. 
A strike vote by the members 
does not mean they actually 
want or expect to go out on 
strike. Rather, it is intended 
as a vote of confidence to 
strengthen the position of 
their leaders at the bargain- 
ing table. 

Of critical importance to 
the union is the extent, if any, 
to which the employer will be able to continue operating through the use of super- 
visory and nonstriking personnel and employees hired to replace the strikers. In or- 
ganizations with high levels of technology and automation, and consequently fewer 
employees, continuing service with supervisors and managers is more likely. Among 
the highly automated telephone companies, most services can be maintained by super- 
visors during a strike, According to one authority, “Because of technological change, 
striking in many industries no longer has the effect of curtailing the employer's opera- 
tions significantly” Consequently, the greater the ability of the employer to continue 
operating, the less the union's chances of gaining its demands through a strike. 

When a union goes on strike, it pickets the employer by placing people at business 
entrances to advertise the dispute and to discourage others from entering the prem- 
ises, Because unions often refuse to cross another union's picket line, the pickets may 
serve to prevent the delivery and pickup of goods or performance of other services. For 
example, a Teamster truck driver may refuse to deliver produce to a food store whose 
employees are out on strike with the United Food and Commercial Workers Union. 

Another economic weapon of the union is the boycott, which is a refusal to patron- 
ize the employer. For example, production employees on strike against a hand tool 
manufacturer might picket a retail store that sells the tools made by the struck em- 
ployer. Unions will also use handbills, radio announcements, e-mail campaigns, and 
newspaper ads to discourage the purchase of the employer's product or service. 


A strike is one way 
union members 
can exercise their 
bargaining power. 


AP Photo/John Bazemore 


Management Bargaining Power 

When negotiations become deadlocked, the employer's bargaining power largely rests 
on being able to continue operations in the face of a strike or to shut down operations 
entirely, 

Should employees strike the organization (referred to as an economic strike), em- 
ployers have the legal right to hire replacement workers. With this right, employers 
acquire a bargaining weapon equal in force to the union's right to strike. As one ob- 
server noted,“ The availability of a worker replacement strategy improves manage- 
ment’s ability to battle a union head-on in the way that unions have battled employers 
for decades.” 

Another prevalent bargaining strategy is for the employer to continue operations 
by using managers and supervisors to staff employee jobs. In one case, nearly 30,000 
managers left their offices to serve as operators, technicians, and customer service 
representatives during a strike between Verizon and the Communications Workers 
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of America. As noted previously, technological advances enhance the employer's 
ability to operate during a strike. 

In extreme situations, the employer may elect to lock out its employees. The lock- 
out is a bargaining strategy by which the employer denies employees the opportunity 
to work by closing its operations. Besides being used in bargaining impasses, lockouts 
may be used by employers to combat union slowdowns, damage to their property, or 
violence within the organization that may occur in connection with a labor dispute. 
Employers may still be reluctant to resort to a lockout, however, because of their con- 
cern that denying work to regular employees might hurt the organization's image. 


Resolving Bargaining Deadlocks 


Unions and employers in all types of industries—sports, transportation, entertain- 
ment, manufacturing, communication, and health care—have used mediation and 
arbitration to help resolve their bargaining deadlocks.” As discussed in Chapter 13, 
mediation is a voluntary process that relies on the communication and persuasive skills 
of a mediator to help the parties resolve their differences. The federal government is 
likely to become involved in labor disputes through the services of the FMCS. 

Unlike a mediator, an arbitrator assumes the role of a decision maker and deter- 
mines what the settlement between the two parties should be. In other words, arbi- 
trators write a final contract that the parties must accept. Compared with mediation, 
arbitration is not often used to settle private sector bargaining disputes. In the public 
sector, where strikes are largely prohibited, the use of interest arbitration is a common 
method to resolve bargaining deadlocks. Generally, one or both parties are reluctant 
to give a third party the power to make the settlement for them. Consequently, a me- 
diator typically is used to break a deadlock and assist the parties in reaching an agree- 
ment. An arbitrator generally is called on to resolve disputes arising in connection 
with the administration of the agreement, called rights arbitration or grievance arbitra- 
tion, which will be discussed shortly. 


The Labor Agreement 


When negotiations are concluded, the labor agreement becomes a formal binding 
document listing the terms, conditions, and rules under which employees and man- 
agers agree to operate. Highlights in HRM 6 shows some of the major articles in a 
labor agreement and also provides examples of some new and progressive contract 
clauses. Two important items in any labor agreement pertain to the issue of manage- 
ment rights and the forms of security afforded the union. 


The Issue of Management Rights 


Management rights have to do with the conditions of employment over which man- 
agement is able to exercise exclusive control. Almost without exception, the labor 
agreement contains a management rights clause. This clause states that “manage- 
ment’s authority is supreme in all matters except those it has expressly conceded in 
the collective agreement, or in those areas where its authority is restricted by law.’ 
Management rights might include the right of management to determine the prod- 
ucts to produce, to determine the location of production or service facilities, or to 


arbitrator 


A third-party neutral who 
resolves a labor dispute by 
issuing a final decision in the 
disagreement 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


PART5 Enhancing Employee-Management Relations 


HIGHLIGHTS IN HRM 


ltems in a Labor Agreement 


Typical clauses will cover: e Pensions and benefits 
e Wages e Outsourcing 

e Vacations e Work rules 

e Holidays 


Progressive clauses will cover: 

e Employee access to records 

e Limitations on use of performance evaluation 

e Elder care leave 

e Flexible medical spending accounts 

e Protection against hazards of technology 
equipment (VDTs) 

e Limitations against electronic monitoring 

e Procedures governing drug testing 

e Bilingual stipends 

e Domestic partnership benefits 

e Employee involvement programs 


e Work schedules 

e Management rights 

e Union security 

e Transfers 

e Discipline 

e Training 

e Grievance procedures 
e No strike/no lockout clause 
e Overtime 

e Safety procedures 

e Severance pay 

e Seniority 


select production equipment and procedures. The following is an example of a clause 
defining management rights in one labor agreement: 


It is agreed that the company possesses all of the rights, powers, privileges, and 
authority it had prior to the execution of this agreement; and nothing in this agree- 
ment shall be construed to limit the company in any way in the exercise of the regu- 
lar and customary functions of management and the operation of its business, except 
as it may be specifically relinquished or modified herein by an express provision of 
this agreement.” 


Union Security Agreements 


As we noted at the beginning of this chapter, unions must represent all bargain- 
ing unit members equally regardless of whether employees join the union or not. 
In exchange for this obligation, union officials will seek to negotiate some form of 
agreement compulsory membership as a condition of employment. This form of agreement 
Where an employer and the where an employer and the union agree on the extent to which the union may com- 
union agree on the extentto pel employees to join the union and how the dues will be collected is known as the 
which the union may compel union security agreement. Union officials argue that compulsory membership pre- 
employees to join the union Wee : 3 f ae j 
cludes the possibility that some employees will receive the benefits of unionization 


and how the dues will be i . aN . : R 
collected without paying their fair share of the costs. A standard union security provision is 


union security 
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dues checkoff, which gives the employer the responsibility of withholding union dues 
from the paychecks of union members who agree to such a deduction. 

Other common forms of union security found in labor contracts are different types 
of “shop” agreements.’ These agreements—in varying degrees—attempt to require 
employees to join the union. For example, the union shop provides that any employee 
who is not a union member upon employment must join the union within thirty 
days or be terminated. Another, the agency shop, provides for voluntary membership. 
However, nonunion employees are still required to pay an “agency fee” to cover col- 
lective bargaining costs. For example, according to the NFL Collective Bargaining 
Agreement of 2006-2012, “every NFL player has the option of joining or not join- 
ing the NFLPA. ...’ This agency agreement was contingent upon the player being in 
good standing with the NFLPA. If the player was not in good standing he would be 
required to pay “an annual service fee in the same amount as any initiation fee and an- 
nual dues required of members of the NFLPA”? 

Few issues in collective bargaining are more controversial than the negotiation of 
these agreements,” The most popular union security clause, the union shop, is illegal 
in twenty-two states having right-to-work laws.°! Right-to-work laws ban any form 
of compulsory union membership. Section 14(b) of the Taft-Hartley Act permits in- 
dividual states to enact legislation prohibiting compulsory union membership as a 
condition of employment. 


Administration of the Labor Agreement 


Negotiation of the labor agreement, as mentioned earlier, is usually the most publi- 
cized and critical aspect of labor relations. Strike deadlines, press conferences, and 
employee picketing help create this image. Nevertheless, as managers in unionized 
organizations know, the bulk of labor relations activity comes from the day-to-day 
administration of the agreement because no agreement could possibly anticipate all 
the forms that disputes may take. In addition, once the agreement is signed, each side 
will naturally interpret ambiguous clauses to its own advantage.® These differences 
are traditionally resolved through the grievance procedure. 


Negotiated Grievance Procedures 


The grievance procedure typically provides for the union to represent the interests 
of its members (and nonmembers as well) in processing a grievance. It is considered 
by some authorities to be the heart of the bargaining agreement, or the safety valve 
that gives flexibility to the whole system of collective bargaining.” 

The grievance procedure is normally initiated by the union—or an individual 
employee—when it feels management has violated some article of the labor agreement. 
In one case, the union filed a grievance against a supervisor when it believed the su- 
pervisor promoted an employee out of seniority order—called a bypass grievance. A 
significant benefit of the grievance procedure is that it provides a formal and orderly 
procedure for the union to challenge the actions of management without resort to 
force, One authority has noted,“ The grievance procedure fosters cooperation, not 
conflict, between the employer and the union?64 

The operation of a grievance procedure is unique to each individual collective bar- 
gaining relationship, although there are common elements among systems. For ex- 
ample, grievance procedures normally specify how the grievance is to be initiated, the 


LEARNING OUTCOME G 


How would you resolve 
a complaint about your 
boss making you do 
work that is not in your 
contract? Would you 
need an arbitrator? 


grievance 
procedure 


A formal procedure that 
provides for the union to 
represent members and 
nonmembers in processing a 
grievance 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 


Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


634 PART 5 Enhancing Employee-Management Relations 


FIGURE 
1 4 4 Five-Step Grievance Procedure 
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number and timing of steps that are to compose the procedure, and the identity of 
representatives from each side who are to be involved in the hearings at each step. 
(See Figure 14.4.) When a grievance cannot be resolved at one of the specified steps, 
most agreements provide for the grievance to be submitted to a third party—usually 
an arbitrator—whose decision is final. Some labor agreements provide for mediation 
as a way to resolve employee grievances. When used, grievance mediation will be listed 
as a formal step in the grievance procedure preceding arbitration. 


The Grievance Procedure in Action 


For an employee's grievance to be considered formally, it must be expressed orally 
and/or in writing, ideally to the employee's immediate supervisor. Because grievances 
are often the result of an oversight or a misunderstanding, many of them can be re- 
solved at this point. Whether it is possible to resolve a grievance at the initial step will 
depend on the supervisor's ability and willingness to discuss the problem with the 
employee and the steward. Additionally, HR professionals acknowledge that griev- 
ance handling is more successful when supervisors are trained formally in resolving 
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grievances, including familiarization with the terms of the labor agreement and the 
discussion of the problem in a rational and objective manner. A grievance should not 
be viewed as something to be won or lost. Rather, both sides must view the situation 
as an attempt to solve a human relations problem. 

In some instances, a satisfactory solution may not be possible at the first step be- 
cause there are legitimate differences of opinion between the employee and the super- 
visor or because the supervisor does not have the authority to take the action required 
to satisfy the grievant. Personality conflicts, prejudices, emotionalism, stubbornness, 
or other factors may also be barriers to a satisfactory solution at this step. 


Grievance Arbitration 


The function of rights arbitration is to provide the solution to a grievance that a rights arbitration 
union and an employer have been unable to resolve by themselves. As mentioned ear- Arbitration over interpretation 
lier, arbitration is performed by a neutral third party (an arbitrator or impartial um- _° the meaning of contract 

A : i , on i A 3 65 terms or employee work 
pire). This third party's decision dictates how the grievance is to be settled.® Both grievances 


parties are obligated to comply with the decision. 


Decision to Arbitrate 

In deciding whether to use arbitration, each party must weigh the costs involved 

against the importance of the case and the prospects of gaining a favorable award. 

It would seem logical that neither party would allow a weak case to go to arbitration 

if there were little possibility of gaining a favorable award. Logic, however, does not 

always prevail. For example, it is not unusual for a union to take a weak case to arbi- 

tration in order to demonstrate to the members that the union is willing to exhaust 

every remedy in looking out for their interests. Union officers also are not likely to 

refuse to take to arbitration the grievances of members who are popular or politi- 

cally powerful in the union, even though their cases are weak. Moreover, under the 

fair representation doctrine, unions have a legal obligation to provide assistance to fair representation 

members who are pursuing grievances. Because members can bring suit against their doctrine 

unions for failing to process their grievances adequately, many union officers are re- A doctrine under which 

luctant to refuse taking even weak grievances to arbitration. Eaa E imack ean 
Management, on the other hand, may allow a weak case to go to arbitration to and nonmembers in labor 

demonstrate to the union officers that management “cannot be pushed around.” Also, relations matters 

managers at lower levels may be reluctant to risk the displeasure of top management 

by stating that a certain HR policy is unworkable or unsound. Stubbornness and 

mutual antagonism also may force many grievances into arbitration because neither 

party is willing to make concessions to reach an agreement, even when it may recog- 

nize that it is in the wrong, 


Arbitration Hearing 

In our experience, employees unfamiliar with arbitration find the process confusing 
and often stressful. This is true for employees in the nonunion, as well as the union, 
setting. Arbitration hearings have the appearance of a court hearing but without many 
of the formalities of a court proceeding. The process begins with the swearing-in of 
witnesses and the introduction of the submission agreement. The submission agree- 
ment is a statement of the problem to be resolved. Such a statement might read:“ Was 
the three-day suspension of Alex Hayden for just cause? If not, what is the appropri- 
ate remedy?” The parties will then make opening statements, followed by the presen- 
tation of facts and evidence, and the oral presentation of witnesses. The hearing will 
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conclude with each side making summary statements that are arguments in support 
of its position. 

In arbitrating a dispute, it is the responsibility of the arbitrator to ensure that each 
side receives a fair hearing during which it may present all of the facts it considers 
pertinent to the case. The primary purpose of the hearing is to assist the arbitrator 
in obtaining the facts necessary to resolve a human relations problem rather than a 
legal one. The arbitrator, therefore, has a right to question witnesses or to request 
additional facts from either party. After conducting the hearing and receiving post- 
hearing briefs (should the parties choose to submit them), the arbitrator customarily 
has thirty days in which to consider the evidence and render an award. In most labor 
contracts, the costs of arbitration are shared equally by the parties. 


Arbitration Award 

The arbitration award is a formal written document given to both sides. As in griev- 
ance procedures, there is no specific format to an arbitration award, but typically the 
award contains five parts: (1) submission agreement, (2) facts of the case, (3) posi- 
tions of the parties, (4) opinion of the arbitrator, and (5) decision rendered. As might 
be expected, the decision of the arbitrator is of major importance to the parties. How- 
ever, the reasoning behind the decision—the opinion—is equally important since it 
can provide guidance concerning the interpretation of the labor agreement and the 
resolution of future disputes arising from its administration. In pointing out the mer- 
its of each party's position, the reasoning that underlies the award can help lessen the 
disappointment and protect the self-esteem of those representing the unsuccessful 
party. The opinion will also evaluate the evidence presented by each side in support 
of its position and, in discipline cases, whether management had just cause for the 
action taken against an employee. (See Chapter 13 for a discussion of just cause in ar- 
bitration.) Importantly, in deciding a case, the arbitrator has the power to modify the 
outcome requested by both sides. It is not uncommon, for example, for an arbitrator 
to reduce a discharge to a suspension without pay for a specific time period. 

Because of the importance and magnitude of arbitration in both the union and 
nonunion setting, the process by which arbitrators make decisions and the factors 
that influence those decisions are of continuing interest to managers. Typically, arbi- 
trators use four factors when deciding cases: 


1, The wording of the labor agreement (or employment policy in nonunion 
organizations) 


2. The submission agreement as presented to the arbitrator 
3. Testimony and evidence offered during the hearing 


4. Arbitration criteria or standards (similar to standards of common law) against 
which cases are judged 


When deciding the case of an employee discharged for absenteeism, for example, 
the arbitrator would consider these factors separately and/or jointly. Arbitrators are 
essentially constrained to decide cases on the basis of the wording of the labor agree- 
ment, or employment policy, and the facts, testimony, and evidence presented at the 
hearing. 

In practice, arbitration decision-making is not an exact science. In fact, the decisions of 
arbitrators can be rather subjective. Arbitrators can, and do, interpret contract language 
differently (for example, what does “just cause discharge” actually mean), they assign 
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varying degrees of importance to testimony and evidence, they judge the truthfulness 
of witnesses differently, and they give arbitration standards greater or lesser weight as 
they apply to facts of the case. Each of these influences introduces subjectivity into the 
decision-making process. 


Contemporary Challenges to Labor 
Organizations 


We conclude our discussion of labor relations by highlighting two important issues 
facing unions today: decrease of union membership and foreign competition and 
technological advances. 


Decrease in Union Membership 


A major challenge confronting organized labor is to halt the decline in union mem- 
bership. The magnitude of the problem is illustrated by statistics that show how 
union membership has declined in total numbers and as a percentage of the total 
civilian labor force. In 1970, union membership totaled approximately 21 million, or 
25 percent of the civilian labor force. In 1990, those figures dropped to 16.7 million 
union members, or slightly more than 16 percent of the civilian workforce. Twenty 
years later, in 2010, union membership was approximately 14.7 million, or 11.9 per- 
cent of employed wage and salary workers.” In the private sector, union membership 
accounted for approximately 6.9 percent of all those employed, or about 7.1 million 
workers. The loss of union jobs reflects, in part, the decline in U.S. manufacturing 
jobs, coupled with the failure of unions to draw membership from among the white- 
collar and service ranks, where the labor force is growing more rapidly. Other rea- 
sons for the decline in union membership include the following: 


« A shift from traditional unionized industries (manufacturing, mining) to high- 
technology industries (computers, pharmaceuticals). 


= Growth in the employment of part-time and temporary workers. 


= Growth in small businesses, in which unionization is more costly and difficult to 
perform. 


a Globalization of the workforce particularly among low wage employers.”° 


What are labor organizations doing to stem the decline in union membership? The 
answer, according to one union official, is “energized organizing.’ First, unions are 
targeting workers they have long ignored: low-wage service workers on the bottom 
tier of the U.S, economy—for example, janitors, maids, and service workers; food 
service employees; and retail clerks. Furthermore, unions see recent immigrants, the 
fastest-growing segment of working people, as potent prospects for union growth. 
Haitian cab drivers, Latino airport workers, Vietnamese warehouse distribution 
workers, Russian truck drivers, and Asian American service workers are targeted for 
union representation.’! 

Second, the AFL-CIO has embraced an aggressive unionization strategy. Richard 
Trumka, president of the AFL-CIO, argued that “the labor movement has a rich 


and vibrant future.” In a speech regarding the disputes over collective bargaining in 
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Wisconsin in 2011, Trumka argued that the backlash by politicians against unions 
has provided an opening for them to show that unions are still a vital component of 
giving workers a voice in their organizations—from a local high school math teacher 
to an NEL football player.’ Finally, national unions are restructuring in order to in- 
crease their ability to effectively organize. Two examples are noteworthy. The Union 
of Needletrades, Industrial and Textile Employees (UNITE), and the Hotel Employ- 
ees and Restaurant Employees (HERE) merged to become UNITE HERE. Accord- 
ing to Chris Chafe, spokesperson for the union, “We all benefit from working more 
closely together on solidarity issues, organizing campaigns, and contract battles.’ 

As previously discussed, the new national labor federation Change to Win has as 
its primary goal the unionization of low skill, low wage employees. Will labor's efforts 
reverse the decline in membership? Bureau of Labor Statistics figures for 2010 show 
that the number of workers belonging to unions dropped from 15.7 million in 2008 
to 14.7 million in 2010.72 


Globalization and Technological Change 


The importation of steel, consumer electronics, automobiles, clothing, textiles, and 
shoes from foreign countries creates a loss of jobs in the United States for workers 
who produce these products. Furthermore, foreign subsidiaries of American corpora- 
tions such as Nike, Westinghouse, and Xerox have been accused by labor unions of 
exporting the jobs of U.S. workers. As a result, unions are demanding more govern- 
ment protection against imports, seeking to protect U.S. jobs from low-cost overseas 
producers. Furthermore, in recent years, the service sector of the U.S. economy has 
witnessed the outsourcing of white-collar jobs to foreign employers in locations such 
as India and Indonesia. 

As a result, more and more Americans are worried about their jobs being filled by 


Do technology changes 
and globalization im- 
prove the situation of 
unions in America? 


offshoring people in other countries, Offshoring, defined as work that was previously carried out 
work that was previously in one country to another, has been examined with great fear and trepidation in the 
carried out in one country is last 20 years. The U.S. is now at a critical crossroads in how we deal with offshoring of 


moved to another countr A i i A A 
7 American jobs. There is no question that most of the recent growth in U.S. companies 


comes from outside of the country. Companies argue that to remain competitive against 
foreign companies they must take advantage of lower cost labor in countries like India 
and China—perpetuating the continual loss of union jobs in the United States. Sta- 
tistics show that approximately 38 million jobs in the United States can be offshored, 
while 55 million can not.”* Surprisingly, the least offshorable jobs are correlated with 
low salary and educational levels, So what does this mean for unions and employers? 

Employers need to pay more attention to the relevant stakeholders such as unions, 
employees and communities in which they operate. Not only will unions fight off- 
shoring but employees can lose morale and loyalty when they experience insensitive 
approaches to jobs being offshored. To avoid this, employers can take a more open 
book management approach to show unions and employees the financial challenges 
that come from not offshoring.” Not doing so leads to push back from unions and 
consumers alike, For example, in 2011 Delta Airlines brought back call center jobs to 
the United States from Jamaica. CEO Richard Anderson said that “one of the ways to 
mitigate the impact of the recession is to insource work.’ In 2009 Delta also closed a 
call center in India, sparking a trend among airlines and U.S. companies in general to 
bring back jobs.’® Yet most job loss in America is not due to offshoring, but rather to 
technological changes.”” 
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Improvements in computer technology and highly automated operating systems 
have lowered the demand for certain types of employees. Decline in membership in 
the auto, steel, rubber, and transportation unions illustrates this fact. As previously 
discussed, technological advances have also diminished the effectiveness of strikes be- 
cause highly automated organizations are capable of maintaining satisfactory levels of 
operation with minimum staffing levels during work stoppages. 


The Railway Labor Act (1926) 
affords collective bargaining rights to workers em- 
ployed in the railway and airline industries. The 
Norris-LaGuardia Act (1932) imposes limitations 
on the granting of injunctions in labor-management 
disputes. Most private employees are granted rep- 
resentation rights through the Wagner Act (1935), 
which has helped protect and encourage union orga- 
nizing and bargaining activities. The passage of the 
Taft-Hartley Act (1947) and the Landrum-Griffin 
Act (1959) has served to establish certain controls 
over the internal affairs of unions and their relations 
with employers. 


PN Studies show that workers 


unionize for different economic, psychological, and 
social reasons. While some employees may join 
unions because they are required to do so, most 
belong to unions because they are convinced that 
unions help them improve their wages, benefits, and 
most importantly, equality. Employee unionization 
is largely caused by dissatisfaction with managerial 
practices and procedures. 


ee A formal union organizing 


campaign is used to solicit employee support for 
the union. Once employees demonstrate their desire 
to unionize through signing authorization cards, the 
union petitions the NLRB for a secret ballot elec- 
tion. If 51 percent of those voting in the election 
vote for the union, the NLRB certifies the union as 
the bargaining representative for all employees in 
the bargaining unit. 


Negotiating a labor agreement 
is a detailed process. Each side prepares a list of pro- 
posals it wishes to achieve while additionally trying 
to anticipate proposals desired by the other side. 
Bargaining teams must be selected and all propos- 
als must be analyzed to determine their impact on 
and cost to the organization. Both employer and 
union negotiators are sensitive to current bargaining 
patterns within the industry, general cost-of-living 
trends, and geographical wage differentials. Manag- 
ers establish goals that seek to retain control over 
operations and to minimize costs. Union negotiators 
focus their demands around improved wages, hours, 
and working conditions. An agreement is reached 
when both sides compromise their original positions 
and final terms fall within the limits of the parties’ 
bargaining zone. 

Traditionally, collective bargaining between labor 
and management has been adversarial. Presently, 
there is an increased interest in nonadversarial 
negotiations—negotiations based on mutual gains 
and a heightened respect between the parties. What 
the FMCS calls interest-based bargaining is one 
form of nonadversarial negotiations. 


The collective bargaining pro- 
cess includes not only the actual negotiations, but 
also the power tactics used to support negotiating 
demands. When negotiations become deadlocked, 
bargaining becomes a power struggle to force from 
either side the concessions needed to break the 
deadlock. The union's power in collective bargaining 
comes from its ability to picket, strike, or boycott the 
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employer. The employer's power during negotiations 
comes from its ability to lock out employees or to 
operate during a strike by using managerial or re- 
placement employees. 


When differences arise between 
labor and management, they are normally resolved 
through the grievance procedure, Grievance proce- 
dures are negotiated and thus reflect the needs and 
desires of the parties. The typical grievance proce- 
dure consists of three, four, or five steps—each step 
having specific filing and reply times. Higher-level 
managers and union officials become involved in 
disputes at the higher steps of the grievance proce- 
dure. The final step of the grievance procedure may 
be arbitration. Arbitrators render a final decision to 
problems not resolved at lower grievance steps. 

The submission agreement is a statement of the 
issue to be solved through arbitration. It is simply the 
problem the parties wish to have settled. The arbitra- 
tor must answer the issue by basing the arbitration 


arbitrator craft unions 


authorization card 


business unionism 
collective bargaining process 


Discussion Questions 


Under the provisions of the 
Taft-Hartley Act, which unfair labor practices apply 


to both unions and employers? 


ee = Contrast the arguments con- 


cerning union membership that are likely to be pre- 
sented by a union with those likely to be presented 
by an employer. 


employee associations 


bargaining power exclusive representation 
bargaining unit fair representation doctrine 
bargaining zone grievance procedure 


industrial unions 
interest-based bargaining 


award on four factors: contents of the labor agree- 
ment (or employment policy), submission agree- 
ment as written, testimony and evidence obtained at 
the hearing, and various arbitration standards devel- 
oped over time to assist in the resolution of different 
types of labor-management disputes. Arbitration is 
not an exact science because arbitrators give varying 
degrees of importance to the evidence and criteria by 
which disputes are resolved. 


Challenges facing union leaders 
today include declining membership caused by tech- 
nological advancements and increased domestic and 
global competition. Offshoring is when jobs done in 
one country are lost to another country. Companies 
argue that to remain competitive they must offshore 
more and more jobs to lower wage economies. While 
technological change has much more to do with job 
loss in America, employers need to be more open in 
their decisions to move jobs offshore or to replace 
them with technology. 


labor relations process 

rights arbitration 

unfair labor practices (ULPs) 
union shop 

union steward 


offshoring 


ee Describe the steps in the tra- 


ditional organizing drive. What “nontraditional” 
8 8 

organizing tactics are unions using to increase their 

membership ranks? 


AUNES Of what significance is the bar- 


gaining zone in the conduct of negotiations? What 
are some influences affecting negotiated outcomes? 
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The negotiations between Data 
Services International and its union have become 
deadlocked. What form of bargaining power does 
each side possess to enforce its bargaining demands? 
What are the advantages and disadvantages of each 
form of bargaining power for both the employer and 
union? 


Ce Nancy Buffett has decided to 


file a grievance with her union steward. The griev- 
ance alleges that she was “bypassed” by a junior em- 
ployee for a promotion to senior technician. 


HRM EXPERIENCE 


Learn about Unions 


a. Explain the steps her grievance will follow in a 
formal union-management grievance procedure. 

b. Should her grievance go to arbitration, explain the 
process of an arbitration hearing and identify the cri- 
teria used by the arbitrator to resolve her claim. 


BVM a. What are some of the ac- 


tions being taken by unions to cope with the con- 
temporary challenges they face? 

b. How can companies respond to the labor 
changes that result from increased technology and 
globalization? 


Unions, like business organizations, are dynamic and varied organizations. Some unions are very large, such as the 
United Auto Workers (UAW) and the American Federation of State, County and Municipal Employees (AFSCME), and rep- 
resent workers nationally or even internationally. Others are smaller in size—for example, the Writers Guild of America 
(WGA) or the Air Traffic Controllers Association (ATCA)—and represent only specific groups of employees or organize 
only in a designated geographic area. This exercise will help you learn more about unions. 


Assignment 


Working individually or in teams, select four or five different unions or employee associations and report on the follow- 
ing. Vary your selections (large/small, public/private, and so on) to widen your understanding of labor organizations. 


e History of the union 
e Membership size and type of employees represented 
e Mission of the union 


e Structure of the union, including its major departments 


e National officers 


e Names of employers with whom they have an agreement 


e Special benefits they offer members 
e Other interesting or pertinent information 


The AFL-CIO website (http://www.afl-cio.org) provides a list of all unions—and their websites—affiliated with the 
federation. National unions and their locals along with library research can also provide information. Be prepared to 


present your findings during a class discussion. 
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On the Job: Video Cases 


UNITE HERE: Local 1 Chicago 
Watch the video clip on UNITE HERE as they 


describe disagreements between employees and 
management about wages and work standards, Re- 
lationships between organizations and unions and 
the challenges in organizing nonunion workers to 
increase the number of unionized workers are also 
discussed. 


Questions and Exercises 
l; 


The New Union 
Battles: Public 
Unions vs. 
Rich World 
Governments 


a) The video talks about UNITE HERE, an 
international union, and Local 1 Chicago, a lo- 
cal. Describe the relationship between an inter- 
national and a local union. Is UNITE HERE an 
industrial or craft union? 

b) Two union stewards are included in the video. 
What is the role of a union steward? 


a) Patrick Mooney is an organizer for UNITE 
HERE Local 1 Chicago. He talks in the video 
about working with casino employees that are 
willing to serve as shop stewards and each shop 
steward works with an organizing committee of 
employees that they train how to organize. What 
are some other methods unions use to persuade 
employees to sign authorization cards? 


+ 


+ 


b) What are three union prevention efforts that 
management might do to prevent employees from 
signing authorization cards? 


In the video, one of the union stewards mentions 
that the union is negotiating with the employer 
but the union has taken a strike vote. Why would 
a union take a strike vote if it is still negotiating 
with management? What is the difference be- 
tween a strike and a lockout? Why would man- 
agement prevent union members from working? 


If the union and management reach an impasse, 
what are three possible processes to deal with a 
bargaining impasse other than a strike or lockout? 


At the end of the video, the president of the 
UNITE HERE Local 1 Chicago talks about the 
challenges of organizing non-union workers, One 
of the controversial issues surrounding union- 
ization is about “right-to-work” laws. These laws 
prohibit requiring employees to join unions as 
a condition of obtaining or continuing employ- 
ment. In other words, in states with right-to-work 
laws, employers may have an open shop, which 
indicates workers cannot be required to join or 
pay dues to a union. Do you think “right-to-work” 
laws are a good idea? Why or why not? 


While private sector unions may be rapidly declining in the United States, public sec- 
tor unions are still strong... or at least were. In 2011, public sector unions represent- 
ing teachers, prison guards, police officers, railworkers, and civil servants were dealt 
a blow by their employers—the government. At the forefront of the battle was the 
issue of collective bargaining. And it began in Wisconsin. 

But this is not the first time Wisconsin has been at the forefront of collective bar- 


gaining. The Wagner Act of 1934 (discussed in this chapter) did not grant public 


employees the right to collective bargaining, In the 1950s and 1960s public sector 
employees pushed for collective bargaining rights. Finally, in 1959 Wisconsin became 
the first state to grant this right to public employees. In a dramatic turn of events, 
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Wisconsin is now the first to repeal collective bargaining rights for its public sector 
employees. 

After a standoff with state Democrats and prounion demonstrators, Wisconsin 
Governor Scott Walker and the state legislature decided that public employees did 
not have the right to collective bargaining. This set off a chain reaction in eighteen 
other states where they had also proposed legislation that would remove all or some 
collective bargaining powers from unions (e.g., Maine, Arizona, Indiana, Alaska, 
Michigan, and Ohio). This could potentially increase the number of states that do 
not allow collective bargaining to go from five (see map below) to nearly half of 
the states. 


Collective Bargaining Rights by State 


(For public-sector employees) 


[F] State requires collective bargaining 
P] Collective bargaining is permissable 


(ee Collective bargaining is explicitly illegal 


Questions 


1, Why were politicians in 2011 so interested in trying to repeal collective bargaining 
rights for public sector employees? 
2. What risks does losing their collective bargaining rights hold for public 


employees? 
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3. As an elected politician charged with major cuts in your state budget, how would 
you negotiate with the public sector unions? As a public sector union leader, how 
would you negotiate with the state legislature? 


Source: Thomas Kochan, “Protective bargaining: How to prevent the labor wars,’ Boston Review (March 
23, 2011), http://www.bostonreview.net/BR36.2/thomas_kochan_wisconsin_labor_wars.php; “The bat- 
tle ahead: The struggle with public-sector unions should be about productivity and parity, not just spend- 
ing cuts,’ The Economist (January 6, 2011), http://www.economist.com/node/17851305; David Morris, 
“When unions are strong, Americans enjoy the fruits of their labor,’ Huffington Post (April 8, 2011), http:// 


www.huffingtonpost.com/david-morris/when-unions-are-strong-am_b_846802.html. 


The Arbitration Art the arbitration hearing, both parties were adamant in their positions. Nancy 
Huang, HR manager of Phoenix Semiconductor, argued that the grievant, Jesse 

Case of Jesse Stansky, was justly terminated for arguing and hitting a coworker—a direct violation 

Stansky of company policy and the employee handbook. Stansky argued that he had been a 
good employee during his ten years of employment. 

The submission agreement governing the case read, “It is the employer's position 
that just cause existed for the discharge of Mr. Jesse Stansky and the penalty was 
appropriate for the offense committed.’ Additionally, the employer introduced into 
evidence the labor agreement, which defined just cause termination as follows: 


Just cause shall serve as the basis for disciplinary action and includes, but is not lim- 
ited to: dishonesty, inefficiency, unprofessional conduct, failure to report absences, 
falsification of records, violation of company policy, destruction of property, or pos- 
session or being under the influence of alcohol or narcotics. 


Stansky was hired as a systems technician on November 20, 1998, a position 
he held until his termination on October 25, 2011. According to the testimony of 
Huang, Phoenix Semiconductor strived to maintain a positive and cordial work envi- 
ronment among its employees. Fighting on the job was strictly prohibited. Stansky’s 
performance evaluation showed him to be an average employee, although he had re- 
ceived several disciplinary warnings for poor attendance and one three-day suspen- 
sion for a “systems control error.’ Stansky was generally liked by his coworkers, and 
several testified on his behalf at the arbitration hearing, 

The termination of Stansky concerned an altercation between himself and Gary 
Lindekin, another systems technician. According to witnesses to the incident, both 
Stansky and Lindekin became visibly upset over the correct way to calibrate a sensi- 
tive piece of production equipment. The argument—one witness called it no more 
than a heated disagreement—lasted approximately three minutes and concluded 
when Stansky was seen forcefully placing his hand on Lindekin’s shoulder. Lindekin 
took extreme exception to Stansky’s behavior and immediately reported the incident 
to management. After interviews with both Stansky and Lindekin and those who ob- 
served the incident, Huang; Samantha Lowry, the employee's immediate supervisor; 
and Grant Ginn, department manager, decided that Stansky should be terminated 
for unprofessional conduct and violation of company policy. 
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Questions 


1, Which arguments should be given more weight: those based on company policy, 
the employee handbook, and the labor agreement or mitigating factors given by 
the grievant and his witnesses? Explain. 

2. How might unprofessional conduct be defined? Explain. 

3. If you were the arbitrator, how would you rule in this case? Explain fully the rea- 
sons for your decision. 


Source: Adapted from an arbitration heard by George W. Bohlander. All names are fictitious. 


ANSWERS TO HIGHLIGHTS IN HRM 1 


1. No. Applicants are considered as employees and, as such, are protected under the law. 


2. No. Individual questioning of employees about their union membership or ac- 
tivities in unlawful. 


3. No. Except in specific situations (for example, to promote safety), employees 
have the right to wear union insignia. 


4. Yes. 
5. Yes. Blacklisting of job applicants or employees is against labor law. 


6. No. During an organizing drive, an employer cannot promise improvements in 
wages or benefits as a means of defeating the union. 


7. Yes. Both nonunion and union employers are subject to unfair labor practice 
charges. 


8. Yes. When a grievance arbitration clause exists in a labor agreement, manage- 
ment must arbitrate cases that seem baseless. 


9. Yes. Employees can be disciplined or discharged for work-related misconduct 
but not solely because of their union affiliations or union sentiments. 


10. Yes. Antiunion remarks are not unlawful, provided they are not coercive. 


Z 
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LEARNING OUTCOME 1 Explain the 


economic, political, and cultural 
factors in different countries that 
HR managers need to consider. 


LEARNING OUTCOME 2 Af aN 


the types of organizational 
forms used for competing 
internationally. 


LEARNING OUTCOME 3 J 540) Fevin) D 


domestic and international HRM 
differ. 


LEARNING OUTCOME 4 | 0) Sertiss anys 


staffing process for individuals 
working internationally. 


Identify the 
unique training needs for inter- 
national assignees and their local 
employees. 


Identify the 


characteristics of a good interna- 
tional compensation plan. 


Reconcile 
the difficulties of home- and 
host-country performance 
appraisals. 


LEARNING OUTCOME = 39 Explain how 


labor relations differ around the 
world. 
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hen you pick up a newspaper or turn on the TV, you will notice that stories are 

constantly being told about companies competing globally. These stories might 

include the joint ventures and mergers of U.S. and international companies, 
such as Walmart’s bid to take over the South African retail store, Massmart, in 2011. Or 
they might highlight companies expanding into other markets, such as the U.S.-based 
deli Quiznos’ expansion into Kuwait. Or the stories might focus on international compa- 
nies such as Hyundai rapidly outpacing its Japanese competitors to gain dominance here 
in the United States. “No matter what kind of business you run, no matter what size you 
are, you are suddenly competing against companies you have never heard of all around 
the world that make a very similar widget or provide a very similar service,” as one global 
manager put it. Some companies are handling the challenge well. Others are failing mis- 
erably as they try to manage across borders. More often than not, the difference boils 
down to how people are managed: the ability of HR managers to adapt practices to local 
cultures while at the same time developing some level of global standardization. 
Up until this point in the book, we have paid primary attention to HRM prac- 
Using the INTERNET Biren systems in the United States. Nonetheless, the topic of international 
HRM is so important that we dedicate an entire chapter to its discussion. The 
first part of this chapter describes some of the environmental factors that affect 
the work of managers in a global setting. Just as with domestic operations, the 
dimensions of the environment form a context in which HRM decisions in for- 
eign countries are made. Next, we present a brief introduction to international 
business firms. In many important respects, the way a company organizes its 
international operations influences the type of managerial and human resources 
issues it faces. A major portion of this chapter deals with the various HR activities in- 
volved in the recruitment, selection, development, and compensation of employees work- 
ing abroad. However, as we explain later in this chapter, workers stationed all over the 
United States are increasingly finding themselves working virtually with people from 
other cultures who speak different languages. This creates challenges not only for them, 
but for firms’ HR managers. 


The Global Environment 


In Chapter 1, we highlighted some of the global trends affecting human resource 
management. The global environment of today is much different than it was 10 years 
ago. Because technological, political, cultural, and economic conditions are constantly 
shifting across the world, how people are managed in those changing environments 
will shift as well. On one hand, free trade agreements between countries, technologi- 
cal advances that increase individual productivity, and the development of common 
platforms for moving knowledge and information will draw more tightly the bonds 
that connect us, increasing global similarities and the need for HRM to integrate 
practices. On the other hand, political and cultural differences create global environ- 
ments that present needs for HRM to adapt practices to the local countries in which 
they are operating. 


What environmental 
factors should Quiznos 
consider in its move to 
Kuwait? How do eco- 
nomics, politics, and 
culture impact the way 
Quiznos manages its 
employees in Kuwait? 
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Global Similarities 


Some key factors that have influenced human resource management include increased 
(1) free trade, (2) service-based business, and (3) integrated technology platforms. 
Because these factors have increased the economic integration across countries, they 
have emphasized the need for HRM practices and systems to be more globally inte- 
grated and consistent across countries. 

Free Trade. In 1995, the World Trade Organization (WTO) was formalized as 
a cooperative forum for countries’ leaders to come together and increase free trade 
across the world. Today, the WTO member countries represent over 155 member 
nations and cover 97 percent of all international trade. In addition, countries are 
continually negotiating free trade agreements with each other in hopes of increasing 
their economic activity and power. Twenty-seven member countries now comprise 
the European Union (EU), whose goal is to facilitate the flow of goods, services, capi- 
tal, and human resources across national borders in Europe in a manner similar to the 
way they cross state lines in the United States.” A similar transition occurred within 
North America with the passage of the North American Free Trade Agreement 
(NAFTA) in 1994. NAFTA created the world’s largest free market. Since its pas- 
sage, commerce between the United States, Canada, and Mexico has more than tri- 
pled, growing from $290 billion in 1994 to nearly $1 trillion in 2010. There has been 
a great deal of criticism about NAFTA and its effect on the U.S. job market. Among 
the most vocal criticisms of NAFTA are (1) the loss of jobs to Mexico, (2) the loss 
of foreign companies coming into the United States, (3) lower salaries for American 
manufacturing jobs, and (4) increased illegal migration from Mexico. However, other 
than increased illegal migration from Mexico, these criticisms are not supported by 
the data.’ As discussed in Chapter 14, technological changes have created more dis- 
ruptions to the American job market than free trade. In fact, the free trade agreement 
has resulted in lower product prices for Americans overall, giving them more money 
to spend, thereby stimulating other parts of the U.S. economy. In 2011 the U.S. en- 
tered a free trade agreement with the country of Colombia. The agreement decreased 
tariffs and taxes on goods and services traded between the two countries. While cer- 
tain jobs may go to Colombia as a result of the free trade agreement, the net result in 
jobs for the United States was predicted to be positive. According to the U.S. Com- 
merce Department, the agreement would increase exports by $1.1 billion per year, 
increasing the number of jobs created in the United States.’ 

Like NAFTA and the U.S.-Colombia Free Trade Agreement, numerous trade 
agreements, including the Association of Southeast Asian Nations (ASEAN), East 
Asia Economic Group, Asia-Pacific Economic Cooperation (APEC), and South 
Asian Association for Regional Cooperation (SAARC), have significantly facilitated 
trade among Asian countries, making Asia the fastest-growing region in the world. 
China—its fastest-growing country—has emerged as a dominant trade leader since 
instituting trade reforms in the late 1970s. Since joining the WTO in 2001, China's 
economy has grown dramatically, drastically altering political and trading relations 
among nations. China's 1.3 billion people represent a massive, largely untapped 
consumer market for global companies. Today more cars are sold in China than in 
Europe, for example. Driving this trend are big multinational corporations, which are 
expanding into the country. But many smaller firms are heading to China as well. “It's 
not so much that [companies] want to go East: They feel that they have no choice,’ 
said one international HR staffing consultant. “They must be in China. It's not a 
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question of if, but a question of how,’ In addition to China, India’s economy is also 
growing very quickly, as is Brazil’s.° 

Business Services vs. Manufacturing. Through technological advances, the num- 
ber of manufacturing jobs is decreasing in proportion to the number of service-based 
jobs. Companies are increasingly turning to sophisticated machinery that requires 
fewer workers to produce the same amount of product, such as cars, clothes, and 
computers. For example, increased automation of manufacturing processes in the 
auto industry has eliminated the number of workers needed on the shop floor, Even 
in less-developed countries where manufacturing is typically stronger due to low 
cost of labor and high cost of capital intensive equipment, labor saving technology 
is becoming more affordable and accessible. Take, for instance, a textile factory in 
Vietnam. It is more cost effective for the factory to purchase high-tech threading 
equipment to spin the cotton into thread than to hire hundreds of people to thread 
the cotton by hand, even when the average wage for such employees is less than 
$100 a month, 

On the other hand, service-based jobs are much harder to replace with technology 
than manufacturing jobs. Most people would prefer to talk with a real person instead 
of a computer-generated program regarding wireless Internet connection problems 
with their computer. While technology can provide you with the classes you need to 
graduate, talking with a career counselor can help you choose the right classes to get 
a job after graduating, 

Services will always be in demand, regardless of whether you are in a developed 
country such as the United States or a less-developed country such as Haiti. Service- 
based jobs that can be traded across borders span from highly complex to simple, 
including research and development, consulting, finance and accounting, human re- 
source management, tech support, customer service, and basic data entry jobs. Tradi- 
tionally, during trade negotiations less-developed countries have expressed concern 
over the advantages that developed countries have over them in the service sectors, 
While this is still true in certain areas today, many less-developed countries have de- 
veloped strong capabilities in different service sectors. For example, with companies 
such as Infosys and thousands of small- and medium-sized IT companies, India is 
often seen as a hub for information technology services that can be sold anywhere in 
the world. 

Integrated Technology Platforms. While increases in technology have pushed for 
more service-based jobs, technology has also increased the rate at which these services 
can be traded across countries. Along 
with the creation of the World Trade 
Organization, 1995 also signifies the 
beginning of the Internet era. America 
Online (AOL) went public in 1995 to 
mark the beginning of integrated tech- 
nology platforms that could be shared 
instantaneously across the world, In 
the words of Thomas Friedman, these 
events “flattened the world,” making 
many service-based jobs able to be 
done anywhere in the world. Integrated 
technology platforms represent common 
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operating systems such as Microsoft Windows 7 that can be used across multiple 
computers connected through the Internet. Through these common platforms, work 
becomes less specific to particular companies and countries. 

In this era, employees become empowered to compete without the need of a large 
company. For example, many websites such as guru.com have developed an online 
marketplace where individuals can offer various services and compete for business 
throughout the world. Imagine you are interested in developing a new website for 
your company. By going to the Internet you can select various individuals offer- 
ing these specific services. They may be from Manila, Philippines; Mumbai, India; 
Manhattan, New York; or Munich, Germany. 

In sum, these three factors of increased trade, service-based business, and integrated 
technology platforms have shifted the way companies are managing their human re- 
sources. HR units can no longer operate as separate groups attached only by a com- 
mon brand and finances. HR managers must integrate their operations to capture the 
benefits that come from having people all on the same page. 


Global Differences 


While free trade agreements and technological factors may call for a more unified HR 
system in your company, other global factors can act as major obstacles, These factors 
consist of political and cultural differences. First, political differences are found in a 
country’s labor laws, property rights, and patents. For example, when the Ohio-based 
welding company Lincoln Electric started operations in Brazil, they were not able of- 
fer their yearly bonus program based on performance because any bonuses paid for 
two consecutive years become a legal entitlement.’ 

In many countries, particularly those in Africa, property rights are poorly protected 
by governments. Whoever has the political power or authority can seize others’ prop- 
erty with few or no repercussions. Civil unrest can also lead to the poor enforcement 
of property rights. Companies have less incentive to locate factories or invest in coun- 
tries experiencing strife. Another issue relates to intellectual property rights: rights 
related to patents, trademarks, and so forth. Despite the fact that private property 
rights are now generally enforced in China, intellectual property rights have seen little 
protection. For example, when General Motors formed a joint venture with a Chinese 
company to produce and sell a new automobile in the country, a knockoff version of 
the car could be seen on China's streets even before GM and its partner were able 
to manufacture their first car. Environmental restrictions also make some countries 
more attractive to do business in than others. 

Beyond the political issues just mentioned, a country’s cultural environment (com- cultural 
munications, religion, values and ideologies, education, and social structure) also has environment 
important implications when it comes to a company’s decision about when and how The communications, reli- 
to do business there. Because of low labor costs and language similarities, many U.S. ane 
companies are finding India an attractive place to locate their facilities, particularly ture of a country 
call centers. Eastern Europe has also begun to attract interest because citizens there 
are well educated and largely possess English-speaking skills. Similarly, the U.S. mili- 
tary’s departure from Panama in recent years left that country with a bilingual work- 
force that is very attuned to the American work culture.’ 

Figure 15.1 summarizes the complexity of the cultural environment in which 
HR must be managed. Culture is an integrated phenomenon. By recognizing and 
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accommodating taboos, rituals, attitudes toward time, social stratification, kinship 
systems, and the many other components listed in Figure 15.1, managers stand a bet- 
host country ter chance of understanding the culture of a host country—a country in which an 
A country in which an inter- international business operates. Different cultural environments require different ap- 
national corporation operates proaches to human resources management. Strategies, structures, and management 
styles that are appropriate in one cultural setting may lead to failure in another. 

Even in countries that have close language or cultural links, HR practices can be 
dramatically different. In some countries, night shifts are taboo. In other countries, 
employers are expected to provide employees with meals and transportation between 
home and work. In India, workers generally receive cash bonuses on their wedding 
anniversaries to use to purchase gifts for their spouses, and dating allowances are 
provided to unmarried employees. These are practices that would never occur to 
American managers and HR practitioners.’ Throughout this chapter we will discuss 
several issues related to managing people across borders. 


FIGURE 
15 1 Cultural Environment of International Business 
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Managing across Borders 


International business operations can take several different forms. A large percentage 
carry on their international business with only limited facilities in foreign countries. 
Others, particularly Fortune 500 corporations, have extensive facilities and personnel 
in various countries of the world. Dell, for example, actually employs more people 
outside the United States than within it. Managing these resources effectively and 
integrating their activities to achieve global advantage is a challenge to the leadership 
of these companies. 

Figure 15.2 shows four basic types of organizations and how they differ in the de- 
gree to which international activities are separated to respond to the local regions and 
integrated to achieve global efficiencies, The international corporation is essentially 
a domestic firm that builds on its existing capabilities to penetrate overseas markets, 
Companies such as Honda, General Electric, and Procter & Gamble used this ap- 
proach to gain access to Europe—they essentially adapted existing products for over- 
seas markets without changing much else about their normal operations. (One such 
adaptation, for example, was P&G's extremely successful introduction of a detergent 
brick used on washboards in India.) 

A multinational corporation (MNC) is a more complex form that usually has 
fully autonomous units operating in multiple countries. Shell, Philips, and ITT are 
three typical MNCs. These companies have traditionally given their foreign subsid- 
iaries a great deal of latitude to address local issues such as consumer preferences, 
political pressures, and economic trends in different regions of the world. Frequently 
these subsidiaries are run as independent companies without much integration, 
The global corporation, on the other hand, can be viewed as a multinational firm 
that maintains control of its operations worldwide from the country in which it is 
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headquartered. Japanese companies, such as Matsushita and NEC, tend to treat the 
world market as a unified whole and try to combine their activities in each country 
to maximize their efficiencies on a global scale. These companies operate much like a 
domestic firm, except that they view the whole world as their marketplace. 


transnational Finally, a transnational corporation attempts to achieve the local responsiveness of 
corporation an MNC while also achieving the efficiencies of a global firm, To balance this “global/ 
A firm that attempts to bal- local” dilemma, a transnational corporation uses a network structure that coordinates 


ance local responsiveness specialized facilities positioned around the world. By using this flexible structure, a 
and global scale via a net- 


work of specialized operating transnational corporation provides autonomy to its operations in foreign countries 

units but brings these separate activities together into an integrated whole. For most 
companies, the transnational form represents an ideal, rather than a reality. However, 
companies such as IBM, Ford, Unilever, and Shell have made good progress in re- 
structuring their operations to function more transnationally,'° 

Although various forms of organization exist, in this chapter we will generally refer 
to any company that conducts business outside its home country as an international 
business. The United States, of course, has no monopoly on international business. 
International enterprises are found throughout the world. A number of European 
and Pacific Rim companies have been conducting business on an international ba- 
sis for much longer than their U.S. counterparts. The close proximity of European 
countries, for example, has facilitated international trade among them for centuries. 
More recently, companies from Japan and China have proven to be some of the most 
powerful companies in the world. A Global Fortune 500 list from the year 2000 
would have revealed that the top 10 companies were all located in the United States. 
In 2010, only two of the top ten companies came from the United States. The others 
are based out of Europe and Asia. Many of these companies generate more revenue 
annually than do entire small nations. Consequently, they are corporations that have 
a significant impact on the world economy. 

With the global environment being filled by companies originating from different 
countries and operating in multiple cultures, increased pressure is being placed on the 
HRM function, International HRM is being seen more and more as a key source of 
competitive advantage for international businesses. 


Domestic versus International HRM 
International HRM differs from domestic HRM in several ways. In the first place, 


What is the best way it necessarily places a greater emphasis on functions and activities such as relocation, 
orientation, and translation services to help employees adapt to new and different en- 
vironments outside their own countries and to help local employees adapt and inte- 
grate into the foreign companies in which they were hired. Many larger corporations 
and even smaller ones doing business in key international markets have full-time HR 
managers devoted solely to assisting with the globalization process, British Airways, 
for example, has a team of HR directors who travel around the world to help country 
managers stay updated on international concerns, policies, and programs. Coca-Cola 
provides support to its army of HR professionals working around the world. A core 
HR group in the company’s Atlanta headquarters holds a two-week HR orientation 
twice a year for Coca-Cola's international HR staff. This program helps Coca-Cola 
share information about its HR philosophies, programs, and policies established 
either at its headquarters or in another part of the world that can be successfully ad- 
opted by others.!! Because doing business internationally can be extremely complex, 


to make HR practices 
transnational? 
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many companies also hire international staffing firms such as Boston Global Consult- 
ing and Cendant Mobility, a Connecticut-based company. These firms have expertise 
when it comes to relocating employees, establishing operations abroad, and helping 
with import/export and foreign tax issues. 

HR information systems have also come a long way in terms of helping firms im- 
prove their international coordination. A good HR information system can facili- 
tate communication, recordkeeping, and a host of other activities worldwide. Some 
HRISs are designed to track the whereabouts of employees traveling or on assign- 
ment. This can be important in the event of a transportation accident, a natural di- 
saster such as a tsunami, a terrorist attack, or civil strife if evacuation plans must be 
implemented. Occasionally, however, even what seems to be the simplest of cultural 
differences can be difficult to overcome when a company attempts to set up a global 
HRIS. For example, when Lucent first rolled out a PeopleSoft system to more than 
ninety countries, the company’s managers found that the order of employees’ names 
was so important—and so varied—that it took two months to settle on a name for- 
mat allowing employees to be entered into the system. As you can see, even seemingly 
small cultural differences can create major challenges for the international HR man- 
ager. As a result, many companies rely on outsourcing firms such as Mercer Consult- 
ing and Korn/Ferry International to help them better manage the challenges, risks, 
and regulations associated with their HRM activities abroad.'* 


Staffing Internationally 


When a company expands globally, HR managers are generally responsible for ensur- 
ing that operations are staffed. There are three main ways a company can staff a new 
international operation. First, the company can send people from its home country. 
These employees are often referred to as expatriates, or home-country nationals, Sec- 
ond, it can hire host-country nationals, natives of the host country, to do the manag- 
ing. Third, it can hire third-country nationals, natives of a country other than the 
home country or the host country. Each of these three sources provides certain ad- 
vantages and certain disadvantages. Most corporations use all three for staffing their 
multinational operations, although some companies exhibit a distinct bias for one 
or another.!? It is important to note, however, that host countries sometimes restrict 
their choices by passing laws and regulations designed to employ host-country in- 
dividuals, Tax incentives, tariffs, and quotas are frequently implemented by the host 
country to encourage local hiring, 

As shown in Figure 15,3, at early stages of international expansion, organizations 
often send home-country nationals to establish activities (particularly in less-devel- 
oped countries) and to work with local governments. This is generally very costly. 
Traditionally, expatriates have received generous salaries, automobiles, full relocation 
services, private schooling for their children, trips home, and other perks. These ser- 
vices frequently end up costing more than $300,000 yearly, on average, making the 
cost of a typical three-year expatriate assignment more than $1 million. Some com- 
panies find it more cost-effective to hire young, single management trainees who are 
interested in career growth. Companies are also taking greater pains to more clearly 
outline the overall goal of the foreign assignment and its timetable for completion. 
Ingersoll-Rand, an international equipment manufacturer, now carefully documents 
in detail what should be accomplished during an assignment abroad—whether the 
assignment is designed to enhance an assignee’s leadership skills, improve productivity 
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FIGURE 
15 9 Changes in International Staffing over Time 
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and sales targets abroad, transfer specific technology to a foreign operation, or staff it 
with local, expatriate, or third-country nationals. 

In recent years, there has also been a trend to send expatriates on shorter, project- 
based assignments (two to twelve months versus one to three years) and to shift more 
quickly toward hiring host-country nationals. This has three main advantages: 


1. Hiring local citizens is generally less costly than relocating expatriates. Local citi- 
zens also know the cultural and political landscape of the country and are often 
more likely to be able to gain the support of local staff members. 


2. Since local governments usually want good jobs for their citizens, foreign employ- 
ers may be required to hire locally. 


3. Most customers want to do business with companies (and people) they perceive to 
be local versus foreign. 


Because U.S. companies want to be viewed as true international citizens, there has 
also been a trend away from hiring expatriates to head up operations in foreign coun- 
tries, especially European countries. ABB, Eli Lilly, and PepsiCo, which have strong 
regional organizations, have tended to replace their U.S. expatriate managers with lo- 
cal managers as quickly as possible. In addition to hiring local managers to head their 
foreign divisions and plants, more companies are using third-country nationals, Third- 
country nationals are often multilingual and already acclimated to the host country’s 
culture—perhaps because they live in a nearby region. Thus, they are also less costly 
to relocate and sometimes better able to cope culturally with foreign environments. 

Companies tend to continue to use expatriates only when a specific set of skills is 
needed or when individuals in the host country require development. For example, 
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after embarking on a joint venture in China with a formerly state-owned enterprise, 
Ingersoll-Rand discovered that it had to educate its Chinese employees not only on 
the company’s practices and culture, but on free-market, Western business practices. 
This required the company’s expatriates to stay in China longer than planned.'* In 
fact, many expatriates find that in Asia, it takes more time to adapt to the culture and 
win over employees so as to impart a company’s work values. Personal relationships 
are everything in Asia, and business there can only be conducted after relationships 
have been established. To help their expatriates adapt in Asia and elsewhere, firms 
are finding it helpful to pair them with local “buddies,” or host-country mentors, At 
SAS Institute's regional headquarters in Heidelberg, Germany, mentors such as these 
are assigned to expatriate newcomers to help answer any questions they might have 
about the firm or culture. The practice seems to be improving the odds of an expatri- 
ate succeeding.” 


Recruiting Internationally 


Improved telecommunications and travel have made it easier to match up employers 
and employees of all kinds worldwide. As we mentioned earlier in the chapter, most 
of Dell’s employees work outside the United States, Rolls-Royce, headquartered 
in the United Kingdom, hires over 25 percent of its 38,900 employees abroad. Be- 
cause its customers come from around the globe, Rolls-Royce figures its workforce 
should as well. The German company Siemens would like to hire more employ- 
ees from abroad. “Our top managers are predominantly white German males,” said 
its chief executive Peter Loscher, adding, “If you are not representing your global 
customer base, then you won't tap your full potential.” Airbus, the European com- 
mercial jet manufacturer, recruits engineers from universities and colleges all over 
Europe. American-based Boeing's need for engineers is so great that it also recruits 
internationally and has even opened a design center in Moscow. In 2010 Intel set 
up the largest computer equipment and manufacturing plant in Vietnam. They ini- 
tially needed 300 highly qualified engineers. However, they struggled to find this 
many qualified employees and had to start by bringing in foreign nationals until 
they could hire enough local employees. The HR manager for Vietnam noted, “We 
had everything set up for the new factory. The only thing we were missing was the 
qualified engineers.’ 

HR departments must be particularly responsive to the cultural, political, and legal 
environments both domestically and abroad when recruiting internationally. Compa- 
nies such as Starbucks, Lockheed Martin, and Honeywell have made a special effort to 
create codes of conduct for employees throughout the world to ensure that standards 
of ethical and legal behavior are known and understood. PepsiCo has taken a simi- 
lar approach to ensuring that company values are reinforced (even while recognizing 
the need for adapting to local cultures). The company has four core criteria that are 
viewed as essential in worldwide recruiting efforts: (1) personal integrity, (2) a drive 
for results, (3) respect for others, and (4) capability. Zurich, a Swiss financial and 
insurance company with operations throughout the world, makes sure its employees 
assigned to the United States take diversity and sexual harassment courses, 

Lockheed Martin has also developed a strong international ethics program to en- 
sure all decisions throughout the company are made with integrity. For example, their 
vision statement stresses the following factors: (a) doing what is right, (b) respecting 
others, and (c) performing with excellence. All employees are required to undergo 
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business conduct and compliance training. This training helps employees deal with 
difficult issues related to export control, insider trading, international business prac- 
tices, kickbacks and gratuities, and the Truth in Negotiations Act. The programs are 
offered in over twenty-one languages. Furthermore, Lockheed Martin provides integ- 
rity video scenarios on issues such as export control, currency exchange, and respect, 
available to everyone on their website for practice. Are there things you can learn in 
terms of developing your own cultural sensitivity?!® 

The regulatory environment outside the United States often differs substantially. 
The regulations range from those that cover procedures for recruiting and screen- 
ing to their working conditions, pay and incentives, and retirement provisions. In 
Japan, for example, criminal background checks on candidates are not allowed. In 
France, employees can only work thirty-five hours per week. Similarly, many Central 
American countries have stringent regulations about the number of foreigners that 
can be employed as a percentage of the total workforce. Virtually all countries have 
work permit or visa restrictions that apply to foreigners. 


work permit, A work permit or visa is a document issued by a government granting author- 
or visa ity to a foreign individual to seek employment in that government's country. Since 
A government document 9/11, there has been a backlash against immigration and a backup in the number of 


granting a foreign individual 


the right to seek employment 8 granted to foreign workers and students entering the United States. U.S. man- 


agers complain that this is making it harder for them to hire top talent. Firms lament 
that they are experiencing a “reverse brain drain” as skilled foreign workers leave the 
United States or seek work in other countries. It is a more serious problem than you 
might think. The fact is that the United States has traditionally benefited from its 
ability to attract the world’s best talent. Did you know that annually foreigners resid- 
ing in the United States file about 25 percent of international patent applications? 
The financial crisis of 2008-2010 only made matters worse, as companies were even 
less likely to offer jobs to foreigners who might be seen as taking jobs from national 
citizens. As a result, many Indian and Chinese living in the United States are being 
heavily recruited by companies and governments to work back in their home coun- 
tries. Making matters worse, other countries have become less restrictive than the 
United States in terms of granting foreign residents citizenship and work permits. 
The United Kingdom, for example, gives graduates of the world’s top fifty business 
schools an automatic right to work in the United Kingdom for a year. In addition, 
the European Union is contemplating introducing a “blue card” system designed to 
expedite the EU citizenship of talented employees.!” Whatever the employee's desti- 
nation, HR managers need to ensure that work permits and visas are applied for early 
in the relocation process. 

In terms of recruiting at the executive level, companies use executive recruiting firms 
such as Heidrick & Struggles in the United States or Spencer Stuart in the United 
Kingdom. At lower levels, as Chapter 7 explained, companies recruiting abroad often 
need to advertise their firms and employment “brand” to recruits who are not familiar 
with it. In countries such as India and China, an employer's reputation is extremely 
important to candidates’ families—sometimes more important than pay. 

Many employers have learned that the best way to find workers in these less well- 
developed countries is through referrals and radio announcements because many 
people lack sufficient reading or writing skills. Other firms use international recruit- 
ing firms to find skilled labor abroad. As we have explained, some countries, in fact, 
require the employment of locals if adequate numbers of skilled people are available. 
Specific exceptions are sometimes granted (officially or unofficially) for contrary 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 15 


International Human Resources Management 


cases, as for Mexican farm workers 
in the United States and for Italian, 
Spanish, Greek, and Turkish workers 
in Germany and the Benelux coun- 
tries (Belgium, the Netherlands, and 
Luxembourg). Foreign workers invited 
to perform needed labor are usually 
referred to as guest workers. Foreign 
workers with H2B visas can come to the 
United States for a maximum of nine 
months to perform temporary, nonagri- 
cultural seasonal work that is one-time- 
only. These types of visas are often used 
in conjunction with recruiting workers 
for entry-level positions in hotels and 
restaurants during peak travel seasons. 

Although hiring nonnationals can result in lower direct labor costs for a company, 
the indirect costs—those related to housing, language training, health services, re- 
cruitment, transportation, and so on—can be substantial. Some companies compet- 
ing in industries with acute talent shortages are nonetheless finding the expenditures 
worthwhile. Nursing is one such industry. (See the Case Study at the end of the 
chapter.) !® 


Apprenticeships 

A major source of trained labor in European nations is apprenticeship training pro- 
grams (described in Chapter 7). On the whole, apprenticeship training in Europe is 
superior to that in the United States. In Europe, a dual-track system of education 
directs a large number of youths into vocational training. The German system of ap- 
prenticeship training, one of the best in Europe, provides training for office and shop 
jobs under a three-way responsibility contract between the apprentice, his or her par- 
ents, and the organization. At the conclusion of their training, apprentices can work 
for any employer but generally receive seniority credit with the training firm if they 
remain in it. France has been able to draw on its “Grandes Ecoles” for centuries. Cre- 
ated during the Renaissance to fulfill a need that universities were not meeting at the 
time, the Grandes Ecoles educate prospective engineers up to the equivalent level of 
master of engineering. Snecma, an international equipment supplier headquartered 
in Paris, hires about 80 percent of its employees from the Grandes Ecoles. °? 


Staffing Transnational Teams 

In addition to focusing on individuals, it is also important to note that compa- 
nies are increasingly using transnational teams to conduct international business. 
‘Transnational teams are composed of members of multiple nationalities working 
virtually on projects that span multiple countries. General Electric's LightSpeed 
VCT, a state-of-the-art medical scanner, was designed with input from cardiologists 
around the world. The machine's innards were designed by GE engineers in four dif- 
ferent countries, and the software to run it was written by multiple teams working 
together from India, Israel, France, and Wisconsin.” Aware that many products de- 
veloped in developed economies will have a limited market in developing economies, 
companies such as P&G, GE, and Tata Motors have turned to transnational teams 


Tim Hall/Digital Vision/Getty Images 


A worker who moves 
to another country to 
perform his or her job 
may be required to get 
a work permit or visa 
in order to lawfully 
stay in that country. 


guest workers 


Foreign workers invited to 
perform needed labor 


transnational 
teams 

Teams composed of mem- 
bers of multiple nationalities 
working on projects that 
span multiple countries 
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to help develop low cost but high quality products for the poor. For example, Tata 
Motors developed the “Tata Nano,’ a car for nearly $2,000. As the cheapest car in the 
world, the Tata Nano was developed by a large transnational team, with suppliers in 
different countries designing specific parts to meet a price-sensitive threshold. 

Teams such as these are especially useful for performing tasks that the firm as a 
whole is not yet structured to accomplish. For example, they may be used to tran- 
scend the existing organizational structure to customize a strategy for different 
geographic regions, transfer technology from one part of the world to another, and 
communicate between headquarters and subsidiaries in different countries. In GE’s 
case, the company realized its competitors were developing their own medical scan- 
ning technology more quickly. GE decided it could no longer afford to duplicate its 
efforts in different divisions around the world—that these groups would have to 
work together as a team. 

Sometimes companies send employees on temporary assignments abroad as part 
of transnational teams lasting perhaps a few months. This might be done to break 
down cultural barriers between international divisions or disseminate new ideas and 
technologies to other regions. In other instances, employees are transferred for ex- 
tended periods of time. Years ago, Fuji sent fifteen of its most experienced engineers 
from Tokyo to a Xerox facility in Webster, New York. Over a five-year period, the 
engineers worked with a team of U.S. engineers to develop the “world” copier. The 
effort led to a joint venture that has lasted for decades. Fuji-Xerox now employs ap- 
proximately 40,000 people globally at thirteen companies around the world.” 

The fundamental task in forming a transnational team is assembling the right group 
of people who can work together effectively to accomplish the goals of the team. For 
GE's LightSpeed team, this frequently meant holding eight-hour global conference 
calls encompassing numerous time zones. (The call times were rotated so that no sin- 
gle team had to stay up all night for every call.) Many companies try to build variety 
into their teams in order to maximize responsiveness to the special needs of different 
countries. For example, when Heineken formed a transnational team to consolidate 
its production facilities, it ensured that team members were drawn from each major 
region within Europe. Team members tended to have specialized skills, and mem- 
bers were added only if they offered some unique skill that added value to the team. 
Cross-cultural training can benefit transnational teams by helping them overcome 
language and cultural barriers they face. 


Selecting Employees Internationally 


Selecting employees in a foreign country environment can be difficult. When em- 
barking on hiring employees in a new country, a firm's international HR managers 
should get to know the local market and customs in hiring. This will help the firm 
understand what to look for in an employee. When GE first entered India it did not 
realize that much of the effective hiring was done through family ties and friendship 
networks. Not wanting to appear biased, GE at first did not allow such practices. 
However, after struggling to select good recruits GE finally incorporated peer and 
family referral systems into their selection practices. This led to selection of employ- 
ees that stayed within the organization much longer. 

To better understand the local market there are a few things firms can do. First, 
international HR managers should get to know the universities, technical schools, 
and primary schools in the area. More than ensuring qualifications, schools provide 
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extensive networks to future employees and provide insight on the type of hires 
managers would want to select. This means taking time to understand how the lo- 
cal schools operate. In many developing countries, higher education systems are un- 
derdeveloped and either do not provide enough future employees or employees with 
suitable skills. For example, Rolls-Royce and Intel have both become involved in the 
development of school curriculum for both managerial and engineering skill develop- 
ment. By partnering with local universities, Rolls-Royce and Intel offer funding and 
curriculum design to better prepare students for the work environment. At their own 
expense, these companies see such costs as investments in future employees as well as 
a chance to shape the skills they need to run their companies in those countries. 

Second, international HR managers should develop networks in the business and 
government communities. Because many companies reputations may not precede 
them, they must use personal networks to develop trust in the company. An interna- 
tional HR manager's job will not be just to select the right people that come to the 
office but to go out and select the right people within the community. For instance, 
when Unilever, a large British-Dutch consumer products company, opens up opera- 
tions in a foreign environment it often becomes heavily involved in the local com- 
munity by conducting community feedback meetings, local education programs, and 
environmental studies. The company’s heavy involvement in the local environment 
helps to rapidly build its local reputation, which increases its knowledge of potential 
new hires. 

Finally, to effectively select employees in a local environment, international HR 
managers must understand the employees of the firm's competitors. As they map out 
and get to know key employees in competing organizations, they develop a better 
understanding of what to look for in other employees while building up a new pool 
of applicants to recruit in the future. For example, companies such as Exxon and GE, 
as well as smaller companies, will turn to employees of competing companies because 
they already know that these employees have the necessary skills and abilities to sur- 
vive in their company. This is especially important to note, as more and more domes- 
tic companies are hiring away foreign international firms’ employees, with the lure of 
patriotism and staying power of a local company. 


Selecting Global Managers 

What if an organization cannot find the appropriate talent in the local country? 
What if a firm is opening up operations in a foreign country but needs managers who 
know the ins and outs of the company or who have company specific expertise? In 
this case, organizations need to select managers from one country and move them to 
another. Unfortunately, many of these decisions are based primarily upon company 
specific expertise and not on country or culture specific expertise. In other words, 
little attention is paid to how likely the person will be able to complete the task in a 
very specific environment. 

The demand for expatriate employees is growing rapidly. In fact, companies repeat- 
edly report that one of their top strategies is to “deploy more staff on international as- 
signments.’”” Selecting someone for an international assignment depends on a variety 
of different employment factors, including the extent of contact the employee will 
have with local citizens and the government and the degree to which the foreign en- 
vironment differs from the home environment. For example, if the job involves exten- 
sive contacts with the community, as with a chief executive officer, this factor should 
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be given appropriate weight. The magnitude of differences between the political, le- 
gal, socioeconomic, and cultural systems of the host country and those of the home 
country should also be assessed.” 

global manager Levi Strauss has identified the following six skill categories for the global manager, 


A manager equipped to run or manager equipped to run an international business: 
an international business ae . N P 
a The ability to seize strategic opportunities 


a The ability to manage highly decentralized organizations 
= An awareness of global issues 

a Sensitivity to diversity issues 

= Competence in interpersonal relations 


=» Community-building skills” 


If a candidate for expatriation is willing to live and work in a foreign environment, 
an indication of his or her tolerance of cultural differences should be obtained. This 
can often be done by testing, which we will discuss shortly. On the other hand, if local 
nationals have the technical competence to carry out the job successfully, they should 
be carefully considered for the job before the firm hires a domestic candidate and 
sends the person abroad. As we explained, most corporations realize the advantages 
to be gained by staffing international operations with host-country nationals wher- 
ever possible. 

Selecting home-country and third-country nationals requires that more factors be 
considered than in selecting host-country nationals. While the latter must of course 
possess managerial abilities and the necessary technical skills, they have the advan- 
tage of familiarity with the physical and cultural environment and the language of the 
host country. Figure 15.4 compares the advantages and disadvantages of hiring global 
managers from these three different groups. The discussion that follows, however, 
will focus on the selection of expatriate managers from the home country, along with 
their compensation and performance appraisals, 


Colgate-Palmolive, Whirlpool, and Dow Chemical have further identi- 


core skills fied a set of core skills that they view as critical for success abroad and a set of 
Skills considered critical augmented skills that help facilitate the efforts of expatriate managers. These two 
to an employee’s success types of skills are shown in Highlights in HRM 1. Many of these skills are not sig- 
abroad a : : ‘ 

nificantly different from the skills managers need to succeed domestically. Although 
augmented skills in years past the average U.S. expatriate manager was an American-born Caucasian, 
Skills helpful in facilitating more companies today are seeing the advantages of assigning expatriates depending 


the efforts of expatriate 


on their ethnicity. But such a decision needs to be considered carefully. For example, 
managers 


an Indian candidate applying for a position in India may never have actually vis- 
ited the country or may not relate well to the culture, Ultimately, the candidate best 
qualified for the job should be sent. In the past, women were overlooked for global 
managerial positions—perhaps because companies believed they would fare poorly 
in foreign, male-dominated societies or because they believed women have less de- 
sire to go abroad. Today women comprise around 20 percent of expatriates. More- 
over, multiple studies show that women expatriates perform just as well as men.” In 
some countries, women expatriates are novel (particularly in managerial positions). 
They are very visible and distinctive and may even receive special treatment not 
given their male colleagues. 
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FIGURE 
15 4 Comparison of Advantages in Sources of Overseas Managers 


HOME-COUNTRY NATIONALS 
HOST-COUNTRY NATIONALS (EXPATRIATES) 


e Less costly = 
e Preferred by host-country e Talent available within company 
governments e Greater control 


e Company experience 
e Mobility 
e Experience provided to corporate 


e Intimate knowledge of 
environment and culture 
e Language facility 


THIRD-COUNTRY NATIONALS 


e Broad experience 
e International outlook 
e Multilingualism 


© Cengage Learning 2013 


Several steps are involved in selecting individuals for an international assignment, 
and the sequencing of these activities can make a big difference: 

Step 1: Begin with self-selection. Employees should begin the process years in advance 
by thinking about their career goals and how interested they are in working abroad. 
By beginning with self-selection, companies can more easily avoid the problems of 
forcing otherwise promising employees into international assignments that are a bad 
fit for them. For individuals with families, relocating decisions are more complicated. 
Employees should seek information to help them predict their chances of success liv- 
ing abroad. Companies such as EDS and Deloitte & Touche give their employees 
self-selection instruments to help them consider the pros and cons of international 
assignments. Performance Program Inc's Overseas Assignment Inventory and the 
International Mobility Assessment test, developed by Tucker International, are two 
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HIGHLIGHTS IN HRM 


Skills of Expatriate Managers 


CORE SKILLS AUGMENTED SKILLS 
Experience Technical Skills 
Decision making Negotiation Skills 
Resourcefulness Strategic thinking 
Adaptability Delegation Skills 
Cultural sensitivity Change management 
Team building 

Maturity 


such tests. Other companies assess candidates’ spouses as well. At Solar Turbines, a 
San Diego-based manufacturer of industrial gas turbines, a candidate's spouse and 
sometimes his or her children undergo a day of assessment to see how well they are 
likely to respond to an international assignment.7© 

Step 2: Create a candidate pool. After employees have self-selected, organizations 
can build a database of candidates for international assignments. Information in the 
database might include availability, languages, country preferences, and skills. 

Step 3: Assess candidates’ core skills. From the short list of potential candidates, man- 
agers can assess each candidate in terms of their technical and managerial readiness 
relative to the needs of the assignment. 

Step 4: Assess candidates’ augmented skills and attributes. As Figure 15.5 shows, ex- 
patriate selection decisions are typically made based upon the technical competence 
of candidates as well as their professional and international experience. In addition, 
organizations are beginning to pay more attention to an individual's ability to adapt 
to different environments. How well a person adjusts depends on his or her flexibil- 
ity, emotional maturity and stability, empathy for the culture, language and commu- 
nication skills, resourcefulness and initiative, prior international experience, exposure 
to different cultures, and diplomatic skills. If these skills are lacking, no amount of 
technical competency is likely to result in a successful assignment. *” 

Even companies that believe they have selected the best candidates frequently ex- 


failure rate perience high expatriate failure rates. Figure 15.6 shows the major causes of assign- 
The percentage of expatri- ment failure. Poor cultural fit is a major reason why assignments fail. For example, 
ates who do'not perform although China is among the easiest countries to which to attract Western expatri- 


satisfactoril ose ; 
k ates, it is also one of the hardest places for them to succeed because the country’s cul- 


ture is so different. A lack of expatriate support from headquarters is another major 
cause. Expatriates often describe themselves as “out of sight and out of mind.’ This 
highlights the importance of headquarters maintaining close contact with them to see 
how they are faring. Yet another big factor is a spouse's inability to adjust to his or her 
new surroundings. Today, more companies are preparing families by offering them 
cultural and language training. ARAMCO, a Saudi Arabian corporation, has such 
a program. The program includes practical information such as how to deal with 
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FIGURE an 
15 5 Expatriate Selection Criteria 


International 
experience 


Professional Interpersonal 
experience skills 


Technical 
competence 


Family Country 
flexibility experience 


Language 
skills 
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Saudi Arabia's transportation systems, where to shop, day-to-day finances, and an 
explanation of the differences between the beliefs and customs of Saudis and people 
from other cultures.”® 

There are number of ways to improve the success of expatriate assignments. Ulti- 
mately the expatriate must find a way to adjust to the demands of their company, the 
country environment, and their family needs. Employees who share a common vision 
with the company are willing to undergo difficulties for the organization. Employees 
who take time to understand the culture and market in which they are operating will 
be better able to cope with unexpected changes and demands. Finally, employees who 
have family members that are supportive and interested in an overseas assignment 
are much more successful in their international assignments. As a result, expatriates 
stand a greater chance of being able to successfully adjust to their international posi- 
tions. See Figure 15.7 to examine how these three factors must be aligned to ensure 
expatriate adjustment. In addition, training and development for both expatriates and 
their spouses can have a big impact. 


FIGURE l l 
15 G Causes of Expatriate Assignment Failure 


e Family adjustment 
e Lifestyle issues 

e Work adjustment 
e Bad selection 
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FIGURE 
15 7 Expatriate Adjustment Factors 


© Cengage Learning 2013 


Training and Development 


Although companies try to recruit and select the very best people to send abroad, 
once they are selected, it is critical to their success to provide them with training. Not 
only is this type of training important for expatriate managers, it is also important 
for the foreign employees they will ultimately supervise. For example, to know and 
understand how the Japanese or Chinese negotiate contracts or how businesspeople 
elie Wines of training from Latin America view the enforcement of meeting times can help expatriate man- 
would you provide her “S228 and their employees deal with each other more successfully. The biggest mistake 
before she left? managers can make is to assume that people are the same everywhere, Corporations 

that are serious about succeeding in global business are tackling these problems head- 
on by providing intensive training. At Motorola this type of training is conducted at 
divisions worldwide by Motorola University, the company’s educational arm. All em- 
ployees worldwide, including division heads, receive forty hours of training each year 
to learn, in part, how to work together as “Motorola People.” 

Apart from developing talent for overseas assignments, most companies have found 
that good training programs also help them attract the employees they need from 
host countries. In less-developed countries especially, individuals are quite eager to 
receive the training they need to improve their work skills. One of the greatest con- 
tributions that the United States has made to work organizations is in improving 
the competence of managers. Americans have a facility for analytical reasoning that 
is part of their lives. They tend to make decisions on a rational basis, giving them a 
better background for decision making. Foreign nationals have generally welcomed 


If you were going to 
send a new manager to 
South Korea, what spe- 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 15 [International Human Resources Management 


the type of training they have received through management development programs 
offered by U.S. organizations. It should be noted that host-country nationals also 
provide a great deal of business-specific and cultural know-how to expatriates. Learn- 
ing is clearly a two-way street for companies doing business abroad. 


Content of Training Programs 


Lack of training is one of the principal causes of failure among employees working in- 
ternationally, Those working internationally need to know as much as possible about 
(1) the country where they are going, (2) that country’s culture, and (3) the history, val- 
ues, and dynamics of their own organizations, Figure 15.8 gives an overview of what 
one needs to study for an international assignment. In many cases, the employee and 
his or her family can obtain a great deal of general information about the host country, 
including its culture, geography, social and political history, climate, food, and so on, 
via the Internet, books, lectures, videotapes, and DVDs. The knowledge gained will at 
least help the participants have a better understanding of their assignments. Sensitivity 
training can also help expatriates overcome ethnic prejudices they might harbor. The 
Peace Corps uses sensitivity training supplemented by field experiences. Expatriates 
can simulate a field experience in sensitivity training by visiting a nearby subculture in 
their native countries or by actually visiting a foreign country prior to relocating there. 

However, at least five essential elements of training and development programs 
prepare employees for working internationally: (1) language training, (2) cultural 
training, (3) assessing and tracking career development, (4) managing personal and 
family life, and (5) repatriation—a final, but critical, step. 


Language Training 

Communication with individuals who have a different language and a different cul- 
tural orientation is extremely difficult. Most executives agree that it is among the big- 
gest problems for the foreign business traveler. Unfortunately, only a small percentage 
of Americans are skilled in a language other than English, But this is changing. Stu- 
dents who plan careers in international business should start instruction in one or 


FIGURE 
15 8 Preparing for an International Assignment 


To prepare for an international assignment, one should become acquainted with the 
following aspects of the host country: 


1. Social and business etiquette 

History and folklore 

Current affairs, including relations between the host country and the United States 
Cultural values and priorities 

Geography, especially its major cities 

Sources of pride and great achievements of the culture 

Religion and the role of religion in daily life 

Political structure and current players 


2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 


Practical matters such as currency, transportation, time zones, and hours of business 


= 
2 


The language 
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Using the INTERNET more foreign languages as early as possible. Penn State University requires 
all students in business management to take four college semesters of a for- 
eign language. Other programs designed to train participants for interna- 
tional business, such as those offered at the American Graduate School of 
International Management in Glendale, Arizona, and the Global Manage- 
ment Program at the University of South Carolina, provide intensive training 
in foreign languages. The top-ranked China Europe International Business 
School (CEIBS), jointly founded by the Chinese government and the Euro- 
pean Union in 1994, also offers language training. Some companies do their 
own language training. When ARCO Products, a U.S. firm, began exploring 
potential business opportunities in China, its HR department set up a lan- 
guage training class (with the help of Berlitz International) in conversational 
Mandarin Chinese. Multinational companies as well as businesses that outsource 
work abroad stand to benefit from this type of training. 

Fortunately for most Americans, English is almost universally accepted as the 
primary language for international business. Particularly when many people from 
different countries are working together, English is usually the designated language 
for meetings and formal discourse. Many companies provide instruction in English 
for those who are required to use English in their jobs. Dow Chemical requires that 
all employees across the globe be fluent in English so that they can communicate 
more easily with one another. At Volkswagen's Shanghai operation, only after work- 
ers pass German language examinations do they become eligible for further train- 
ing in Germany. Learning the language is only part of communicating in another 
culture. Even with an interpreter, much is missed. The following list illustrates the 
complexities of the communication process in international business. 


1. In England, to “table” a subject means to put it on the table for present discus- 
sion. In the United States, it means to postpone discussion of a subject, perhaps 
indefinitely. 


y 


In the United States, information flows to a manager. In cultures in which author- 
ity is centralized (such as Europe and South America), the manager must take the 
initiative to seek out the information. 


D 


Getting straight to the point is uniquely American. Many Europeans, Arabs, 
Asians, and others resent the directness of American-style communication. 


= 


Š . . “ ” 
In Japan, there are sixteen ways to avoid saying no, 


Sr 
py 


When something is “inconvenient” to the Chinese, it is most likely downright 
impossible. 


Fy 


In most foreign countries, expressions of anger are unacceptable; in some places, 


public display of anger is taboo. 


m 


The typical American must learn to treat silences as “communication spaces” and 
not interrupt them. 


i 


In general, Americans must learn to avoid gesturing with the hand. A couple of 
cases in point: when former President Richard Nixon traveled to Brazil in the 
1950s, he waved and gave the “A-OK” sign to the country’s citizens. But in Brazil, 
the gesture is considered obscene and insulting, Similarly, a college sports—related 
hand signal made by former President George W. Bush and his family members 
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during his second inauguration shocked Norwegians around the world; in Nor- 
way, the gesture is a satanic symbol. Nonverbal communication training can help 
businesspeople avoid some of these communication pitfalls. Highlights in HRM 2 
illustrates that some of our everyday gestures have very different meanings in other 


cultures.?! 


HIGHLIGHTS IN HRM 


Nonverbal Communications 
in Different Cultures 


Calling a Waiter 

In the United States, a common way to call a waiter is to 
point upward with the forefinger. In Asia, a raised fore- 
finger is used to call a dog or other animal. To get the 
attention of a Japanese waiter, extend the arm upward, 
palm down, and flutter the fingers. In Africa, knock on 
the table. In the Middle East, clap your hands. 


Insults 

In Arab countries, showing the soles of your shoes is an 
insult. Also, an Arab may insult a person by holding a 
hand in front of the person’s face. 


A-Okay Gesture 

In the United States, using the index finger and the 
thumb to form an “o” while extending the rest of the 
fingers is a gesture meaning okay or fine. In Japan, how- 
ever, the same gesture means money. Nodding your head 
in agreement if a Japanese uses this sign during your dis- 
cussion could mean you are expected to give him some 
cash. In Brazil the same gesture is considered a seductive 
sign to a woman and an insult to a man. 


Eye Contact 

In Western and Arab cultures, prolonged eye contact with 
a person is acceptable. In Japan, on the other hand, hold- 
ing the gaze of another is considered rude. The Japanese 
generally focus on a person’s neck or tie knot. 


Handshake and Touching 

In most countries, the handshake is an acceptable form 
of greeting. In the Middle East and other Islamic coun- 
tries, however, the left hand is considered the toilet hand 
and is thought to be unclean. Only the right hand should 
be used for touching. 


Scratching the Head 
In most Western countries, scratching the head is inter- 
preted as lack of understanding or noncomprehension. To 
the Japanese, it indicates anger. 


Indicating “No” 

In most parts of the world, shaking the head left and 
right is the most common way to say no. But among the 
Arabs, in parts of Greece, Yugoslavia, Bulgaria, and Tur- 
key, a person says no by tossing the head to the side, 
sometimes clicking the tongue at the same time. In Ja- 
pan, no can also be said by moving the right hand back 
and forth. 


Agreement 

In addition to saying yes, Africans will hold an open 
palm perpendicular to the ground and pound it with the 
other fist to emphasize “agreed.” Arabs will clasp their 
hands together, forefingers pointed outward, to indicate 
agreement. 


Source: S. Hawkins, /nternational Management 38, no. 9 (September 1983): 49. Copyright 1983 by Reed Business Information Ltd. Reprinted with 


permission. 
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Cultural Training 

Cross-cultural differences represent one of the most elusive aspects of international 
business, but successfully done, it tends to improve the satisfaction and success of 
expatriates and their employers.*” Brazilians tend to perceive Americans as always in 
a hurry, serious, reserved, and methodical, whereas the Japanese view Americans as 
relaxed, friendly, and impulsive. Why do these different perceptions exist, and how 
do they affect the way we do business across borders? People’s attitudes and behav- 
iors are influenced, in large part, by the culture and society in which they have been 
educated and trained. Each culture has its expectations for the roles of managers and 
employees. On her first day on the job abroad, one expatriate manager recalls her 
boss ordering a bottle of wine to split between the two of them at lunch. Although 
this is a common practice in Britain, the expatriate manager was initially taken aback. 
Likewise, an American manager in Asia once complained that meetings held in his 
foreign place of employment accomplished nothing, He was used to arriving at a final 
decision during meetings. But to his Asian coworkers, meetings were solely a place in 
which to share ideas. Decisions were to be made only later. Being successful abroad 
depends on a person's ability to understand the way things are normally done and to 
recognize that changes cannot be made abruptly without considerable resistance, and 
possibly antagonism, on the part of local nationals. 

A wealth of data from cross-cultural studies reveals that nations tend to cluster 
along certain cultural dimensions such as their work goals, values, needs, and at- 
titudes toward work. Using data from eight comprehensive studies of cultural dif- 
ferences, Simcha Ronen and Oded Shenkar have grouped countries into the clusters 
shown in Figure 15.9, Ronen and Shenkar point out that while evidence for the 
grouping of countries into Anglo, Germanic, Nordic, Latin European, and Latin 
American clusters appears to be quite strong, clusters encompassing the Far East- 
ern and Arab countries are ill-defined and require further research, as do clusters of 
countries classified as independent. Many areas, such as Africa, have not been stud- 
ied much at all. It should also be noted that the clusters presented in Figure 15.8 
do not include Russia and the former satellites of the Soviet Union. Those coun- 
tries, if added to the figure, would likely fall between the Near Eastern and Nordic 
categories. 

Studying cultural differences can help managers identify and understand work 
attitudes and motivation in other cultures. When compared with the Japanese, for 
example, Americans may feel little loyalty to their organizations, In Japan, employ- 
ees are more likely to feel a strong loyalty to their company, although this has been 
changing. Japanese companies no longer universally guarantee an employee a job 
for life, and layoff decisions are increasingly being made based on merit, not 
seniority—a practice unthinkable in the country in the past. Latin Americans tend 
to view themselves as working not only for a particular company, but also for an 
individual manager. Thus managers in Latin American countries can encourage per- 
formance only by using personal influence and working through individual mem- 
bers of a group. In the United States, competition has been the name of the game; 
in Japan, Taiwan, and other Asian countries, cooperation is more the underlying 
philosophy.” 

One of the important dimensions of leadership, whether in international or do- 
mestic situations, is the degree to which managers invite employee participation in 
decision making. While it is difficult to find hard data on employee participation 
across different countries, careful observers report that American managers are 
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A Synthesis of Country Clusters 
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Source: Republished with permission of the Academy of Management Review, from “Clustering Countries on Attitudinal Dimensions: A Review 
and Synthesis,” by Simcha Ronen and Oded Shenkar, vol 10, no. 3 (July 1985), 435-54. Copyright © 1985 by Academy of Management Review; 
permission conveyed through Copyright Clearance Center. 


about in the middle on a continuum of autocratic to democratic decision-making 
styles. Scandinavian and Australian managers also appear to be in the middle. South 
American and European managers, especially those from France, Germany, and Italy, 
are toward the autocratic end of the continuum. Japanese managers are at the most 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 


Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


674 PART 6 Expanding Human Resources Management Horizons 


participatory end. Because Far Eastern cultures and religions tend to emphasize har- 
mony, group decision making predominates there.*4 


Assessing and Tracking Career Development 
International assignments provide some definite developmental and career advan- 
tages. For example, working abroad tends to increase a person's responsibilities and 
influence within the corporation. In addition, it provides a person with a set of expe- 
riences that are uniquely beneficial to both the individual and the firm. In this way, 
international assignments enhance a person's understanding of the global marketplace 
and offer the opportunity to work on a project important to the organization.” Fur- 
thermore, research shows that international assignments increase a person's creative 
problem-solving skills and receptivity to new ideas.*° 

In recent years, U.S. companies have become a melting pot of CEOs. Increasingly, 
foreign-born CEOs are making up the Fortune 500 top slots. Figure 15.10 presents a 
number of foreign-born CEOs. Executive recruiters say corporate boards are asking 
for leaders with experience outside of the United States. As one foreign CEO of a 
U.S.-based firm put it, “Having a foreign perspective gives you an advantage not only 
for doing business outside the United States, but also domestically, where we have the 
most diverse society in the world.” Some companies such as Coca-Cola have tradi- 
tionally appointed chief executives with foreign roots, perhaps because the growth of 
the firms markets lies abroad.*” 

To maximize the career benefits of a managerial assignment, a candidate should 
ask two key questions before accepting a foreign post. 


1, Do the organization's senior executives view the firm's international business as a 
critical part of their operation? Research shows that expatriates with clear goals 


A foreign assignment 
can be an excellent 
step in a person's 
career. But to 

be successful, 
expatriates often 
need extensive 
training on their host 
countries’ languages, 
cultural differences, 
business practices, 
and other related 
issues. 
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y Selected Foreign-Born E ti 
15.10 elected Foreign-Born Executives 


COMPANY, NAME, AND COUNTRY OF ORIGIN 


Chevron, David O’Reilly (Ireland) 
Citigroup, Vikram Pandit (India) 


Dow Chemical, Andrew Liveris (Australia) 

PepsiCo, Indra Nooyi (India) 

Coca-Cola, Muhtar Kent (Turkey) 

Alcoa, Alain J. P. Belda (Morocco) 

Eli Lily, Sydney Taurel (Morocco) 

3M, George W. Buckley (Great Britain) 

Eastman Kodak, Antonio Perez (Spain) 

Nissan Motor Manufacturing, Carlos Ghosn (Brazil) 
Sony, Howard Stringer (Wales) 


© Cengage Learning 2013 


that truly need to be accomplished are likely to find their assignments more re- 
warding. Realizing this, fewer companies are sending expatriates abroad for career 
development purposes only. 


y 


Within top management, how many executives have a foreign-service assignment 
in their background, and do they feel it important for one to have overseas experi- 
ence? Colgate-Palmolive sees a foreign assignment as part of an extended career 
track rather than as a one-off assignment. A successful foreign assignment tends 
to lead to another and another. “Our top priority is to identify, develop, and retain 
the next two to three generations of leaders,’ said one Colgate-Palmolive manager. 
Part of that strategy includes directly using the knowledge of the company’s cur- 
rent and former expatriates. 


Managing Personal and Family Life 
As noted previously, one of the most frequent causes of an employee's failure to com- 
plete an international assignment is personal and family stress. Culture shock—a culture shock 
disorientation that causes perpetual stress—is experienced by people who settle over- Perpetual stress experi- 
seas for extended periods. The stress is caused by hundreds of jarring and disorienting  €nced by people who settle 
incidents such as being unable to communicate, having trouble getting the telephone aerial 
to work, being unable to read the street signs, and a myriad of other everyday matters 
that are no problem at home. Soon minor frustrations become catastrophic events, 
and one feels helpless and drained, emotionally and physically. 
In Chapter 5, we explained that more and more employers are assisting two-career 
couples in terms of finding suitable employment in the same location. To accommo- 
date dual-career partnerships, some employers offer spouses career and life planning 
counseling, continuing education, intercompany networks to identify job openings 
in other companies, job-hunting/fact-finding trips, and help securing work permits 
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abroad, In some cases, a company may even create a job for the spouse, though this is 
not widely practiced.?® 


Repatriation 

An increasing number of companies such as Monsanto, 3M, EDS, and Verizon are 
repatriation developing programs specifically designed to facilitate repatriation—that is, help- 
The process of transition for ing employees make the transition back home. Repatriation programs are designed 
an employee home from an to prepare employees for adjusting to life at home (which at times can be more dif- 


international assignment . nee ; ; ‘ ; 
j ficult than adjusting to a foreign assignment). ExxonMobil employees are given a 


general idea of what they can expect following a foreign assignment even before they 
leave home. 

Unfortunately, not all companies have career development programs designed for 
repatriating employees or do not do an effective job of it. Employees often lament that 
their organizations are vague about repatriation, their new roles within the company, 
and their career progression. In many cases, employees abroad have learned how to 
run an entire international operation—or at least significant parts of it. When they 
return home however, their responsibilities are often significantly diminished. Some 
surveys have found that up to 60 percent of expatriates believed their careers had not 
advanced after returning home. *? It is also not at all uncommon for employees to 
return home after a few years to find that there is no position for them in the firm and 
that they no longer know anyone who can help them—their longtime colleagues have 
moved to different departments or even different companies. This frequently leaves 
the repatriated employee feeling alienated. Wondering about their future also creates 
stress for them and their families while they are abroad. 

Even when employees are successfully repatriated, their companies often do not 
fully utilize the knowledge, understanding, and skills developed on their assignments. 
This hurts the employee, of course, but it also hurts the firm's chances of utilizing 
the employee's expertise to gain a competitive advantage. Not surprisingly, expatriates 
frequently leave their companies within a year or two of coming home. Some studies 
say the number of expatriates who do so is as high as 50 percent. 

At companies with good repatriation processes, employees are given guidance 
about how much the expatriate experience may have changed them and their fami- 
lies. Some firms introduce former expatriates and their spouses to other former ex- 
patriates at special social events, and more companies are making an effort to keep in 
touch with expatriates while they are abroad, which has been made easier by e-mail, 
instant messaging, voice over Internet protocol, and videoconferencing. Colgate's di- 
vision executives and other corporate staff members frequently visit international 
transferees. Dow appoints a high-level manager to serve as a stateside contact for 
information about organizational changes, job opportunities, and anything related 
to salary and compensation. Monsanto’ repatriation program is designed not only 
to smooth the employee's return to the home organization, but to ensure that the 
expatriates knowledge and experience are fully used. To do so, returning expatriates 
get the chance to showcase their new knowledge in debriefing sessions. Some com- 
panies also create databases of expatriates to help other employees who go abroad 
later.“ Of course, if a firm is able to retain its current repatriates, it will have better 
success recruiting future expatriates. A repatriation checklist is shown in Highlights 


in HRM 3. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 15 [International Human Resources Management 


3 HIGHLIGHTS IN HRM 


Repatriation Checklist 


Before they go: 

e Make sure there is a clear need for the international assignment. Do not send someone abroad unnecessarily. 
Develop a clear set of objectives and expectations and time frames in which they should be met. 

e Make sure that your selection procedures are valid. Select the employee and also look at and involve the employee's 
family. 

e Provide (or fund) language and cultural training for the employee and the employee's family. 

e Offer counseling and career assistance for the spouse. 

e Establish career planning systems that reward international assignments and lead to promotion and knowledge 
sharing. 


While they are away: 

e Jointly establish a developmental plan that focuses on the goal to be achieved. 

e Tie performance objectives to the achievement of the goal. 

e Identify mentors who can be a liaison and support person from home. 

e Keep communications open so that the expatriate is aware of job openings and opportunities. 

e Arrange for frequent visits back home (for the employee and the family). Make certain they do not lose touch with 
friends and relatives. 


When they come back home: 

e Throw a “welcome home” party and arrange for a meeting with other former expatriates. 

e Offer counseling to ease the transition. 

e Arrange conferences and presentations to make certain that knowledge and skills acquired away from home are 
identified and disseminated. 

e Set up an expatriate database to help other employees who go abroad later. 

e Get feedback from the employee and the family about how well the organization handled the repatriation process. 


Sources: Adapted from Bennet & Associates, Price Waterhouse, and Charlene Marmer Solomon, “Repatriation Planning Checklist,” Personnel 
Journal 14, no. 1 (January 1995): 32; Charlene Marmer Solomon, “Global HR: Repatriation Planning,” Workforce 2001, special supplement: 22-23. 


Compensation 


One of the most complex areas of international HRM is compensation. Different Should compensation 
countries have different norms for employee compensation. For Americans, while packages be equal 
nonfinancial incentives such as prestige, independence, and influence may be mo- across the world, or 
tivators, money is likely to be the driving force. Other cultures are more likely to should they be adapted 
emphasize respect, family, job security, a satisfying personal life, social acceptance, to the local cultures 
advancement, or power. Since there are many alternatives to money, the rule is to and economies? 
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match the reward with the values of the culture. In individualistic cultures, such as 
the United States, pay plans often focus on individual performance and achievement. 
However, in collectively oriented cultures such as Japan and Taiwan, pay plans focus 
more on internal equity and personal needs,“ 

In general, a guiding philosophy for designing pay systems might be “think globally 
and act locally.” That is, executives should normally try to create a pay plan that sup- 
ports the overall strategic intent of the organization but provides enough flexibility to 
customize particular policies and programs to meet the needs of employees in specific 
locations. After a brief discussion of compensation practices for host-country em- 
ployees and managers, we will focus on the problems of compensating expatriates. 


Compensation of Host-Country Employees 


As shown in Figure 15,11, hourly wages vary dramatically from country to country. 
Production workers in manufacturing positions in Norway make more than $53 per 
hour. By contrast, in many developing countries, production workers earn less than 
a dollar an hour, on average. Host-country employees are generally paid on the basis 
of productivity, time spent on the job, or a combination of these factors, In industri- 
alized countries, pay is generally by the hour; in developing countries, pay is gener- 
ally by the day. The piece-rate method is quite common. In some countries, including 
Japan, seniority is an important element in determining employees’ pay rates, In Italy, 
Japan, and some other countries, it is customary to add semiannual or annual lump 
sum payments equal to one or two months’ pay. These payments are not considered 
profit sharing but an integral part of the basic pay package. Profit sharing is legally 
required for certain industry categories in Mexico, Peru, Pakistan, India, and Egypt 
among the developing countries and in France among the industrialized countries. 

Employee benefits can range dramatically from country to country as well. In 
France, for example, benefits comprise a much higher proportion of people's pay than 
they do in the United States. In contrast to ten vacation days in the United States, 
workers in the United Kingdom, France, and the Netherlands receive about twenty- 
five days of paid vacation. Workers in Sweden and Austria receive thirty. Whereas 
in the United States most benefits are awarded to employees by employers, in other 
industrialized countries most of them are legislated or ordered by governments. 

Because the largest cost for most companies is labor, it plays a prime role in 
international HR decision making. However, some people believe that companies 
are overcapitalizing on worldwide compensation differences. Many firms (Nike in- 
cluded) have generated bad press for charging hundreds of dollars for their individual 
products while the people who make them earned only a few cents on the dollar. This 
has led to international political protests, as was mentioned in Chapter 1, and pres- 
sure on firms to exercise greater global social responsibility. 

As Nike discovered, this is pressure they cannot afford not to take seriously. The 
bad press finally took a toll on Nike's bottom line. As a result, Nike now monitors all 
its partner factories to ensure that workers are not underage, that pay is competitive, 
and that working conditions are compliant with international standards. Over 100 
full-time staff are dedicated to monitoring these partner factories. While this cost 
Nike around $11 million per year, they have unexpectedly realized additional cost 
savings as their monitoring staff are also able to help the factories with streamlin- 
ing the work processes, training managers, and decreasing corrupt practices by the 
factories.? 
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FIGURE 
1 5 1 1 Hourly Wages in Different Countries 


Hourly Compensation Costs* 
in U.S. dollars 


Country or Area 
1997 2009 


Norway 26.97 53.89 
Denmark 24.64 49.56 
Belgium 28.23 49.40 
Austria 27.38 48.04 
Germany 29.26 46.52 
Switzerland 28.33 44.29 
Finland 22.17 43.77 
Netherlands 23.44 43.50 
France 24.99 40.08 
Sweden 25.11 39.87 
Ireland 17:15 39.02 
Italy 19.67 34.97 
Australia 19.12 34.62 
United States 22.67 33.53 
United Kingdom 18.24 30.78 
Japan 22.28 30.36 
Canada 18.89 29.60 
Spain 13.91 27.74 
Greece NA 19.23 
Israel 12.32 18.39 
Singapore 12.15 17.50 
New Zealand 12:37 17.44 
Korea, Republic of 9.42 14.20 
Portugal 6.38 11.95 
Slovakia 2.86 11.24 
Czech Republic 3.24 11:21 
Argentina 7.43 10.14 
Estonia NA 9.83 
Hungary 3.05 8.62 
Brazil 7.11 8.32 
Taiwan 7.04 7.76 
Poland 3.13 7.50 
Mexico 3.30 5.38 
Philippines 1.14 1.50 


NA = data not available. 
*Hourly compensation costs in U.S. dollars for production workers in manufacturing. 


Source: U.S. Department of Labor, Bureau of Labor Statistics, May 2011. 
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Starbucks is another company that takes good corporate citizenship seriously. 
Among Starbucks’ many initiatives is its association with Fair Trade and Conserva- 
tion International to help farmers in third-world countries get a premium for the cof- 
fee they grow. We will discuss more on the fair treatment of workers in third-world 
countries toward the end of the chapter. 


Compensation of Host-Country Managers 


In the past, the compensation of host-country managers has been based on local sal- 
ary levels. Today, however, more companies are offering their host-country employees 
a full range of training programs, benefits, and pay comparable with their domes- 
tic employees back in the country of origin but adjusted for local differences, These 
programs are known as global compensation systems. Among other benefits, the 
agricultural processing firm Archer Daniels Midland offers its employees abroad an 
employee assistance program. At first many employees were suspicious about the 
program, believing that it was designed to collect private information about them. 
However, after employees became confident that their information was confidential, 
the program sent a message that the company is interested in their well-being and 
values them. 

According to a survey by the HR consulting firm Watson Wyatt, companies 
are split evenly as to whether they have central (global) compensation systems or 
decentralized (local) systems. Companies with centralized systems report having 
higher effectiveness and satisfaction levels with their compensation systems, and 
more companies are saying they are moving toward centralized systems. Unilever, 
for example, used to leave the compensation arrangements largely to the boss of a 
region or a big country. Now brand managers in different countries increasingly 
compare notes so they see potential discrepancies based on market differences and 
expatriate assignments. So the company moved from a narrow grading structure to 
five global work levels.** 

The benefits of a global compensation system are realized more and more as 
people are becoming mobile across borders. For example, multinational companies 
hiring Chinese and Indian nationals from U.S. universities to go back to India and 
China are finding that they must offer similar compensation packages to those they 
offer employees in the United States. In fact, for some who have been working in 
the United States, they argue for expatriate compensation plans in order to return to 
their home countries. 


Compensation of Expatriate Managers 


If the assignment is going to be successful, the expatriates compensation plan must 
be competitive, cost-effective, motivating, fair, easy to understand, consistent with in- 
ternational financial management, relatively easy to administer, and simple to com- 
municate, To be effective, an international compensation program must: 


1. Provide an incentive to leave the United States 
2. Allow for maintaining an American standard of living 


3. Provide for security in countries that are politically unstable or present personal 
dangers 


4. Include provisions for good health care 
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5. Reimburse the foreign taxes the employee is likely to have to pay (in addition to 
having to pay domestic taxes) and help him or her with tax forms and filing 


6. Provide for the education of the employee's children abroad, if necessary 


7. Allow for maintaining relationships with family, friends, and business associates 
via trips home and other communication technologies 


8. Facilitate the expatriate's reentry home 
9. Bein writing? 


For short-term assignments, usually those that are project-based, expatriates are 
frequently given per diem (per day) compensation. These managers might reside in 
hotels and service apartments instead of leasing houses. They are also less likely to 
bring their family members with them. The assignment becomes more like a com- 
muting assignment in which the expatriate spends the week in the host country and 
returns home on the weekend. 
For longer-term assignments, there are two basic types of compensation systems, 
The first is home-based pay, based on the balance sheet approach, a system de- home-based pay 
signed to equalize the purchasing power of employees at comparable positions living Pay based on an expatriate’s 
overseas and in the home country and to provide incentives to offset qualitative dif- home country’s compensa- 
ferences between assignment locations.*° The balance sheet approach generally com- Hon practices 
prises the following steps: 
Step 1: Calculate base pay. Begin with the home-based gross income, including bo- approach 
nuses. Deduct taxes, Social Security, and pension contributions, A compensationsystern 
Step 2: Figure cost-of-living adjustment (COLA). Add a cost-of-living adjustment to designed to match the pur- 
the base pay. Typically, companies do not subtract when the international assignment chasing power in a person's 
has a lower cost of living. Instead, they allow the expatriate to benefit from the nega- home country 
tive differential. Often a housing allowance is added in here as well. 
Step 3: Add incentive premiums. General mobility premiums and hardship premiums 
compensate expatriates for separation from family, friends, and domestic support sys- 
tems; usually 15 percent of base salary, although in recent years, some companies have 
reduced this amount. Oftentimes incentive premiums are paid for hazardous duty or 
harsh conditions the expatriate might experience while abroad, Expatriates who lo- 
cate to war zones, for example, can sometimes earn three times their base salary. 
Step 4: Add assistance programs. These additions are often used to cover added costs 
such as moving and storage, automobile, and education expenses. 
The differentials element is intended to correct for the higher costs of overseas 
goods and services so that in relation to their domestic peers expatriates neither gain 
purchasing power nor lose it. It involves a myriad of calculations to arrive at a to- 
tal differential figure, but in general, as we have said, the cost typically runs between 
three and five times the home-country salary. Fortunately, employers do not have to 
do extensive research to find comparative data. They typically rely on data published 
quarterly by the U.S. State Department for use in establishing allowances to compen- 
sate U.S. civilian employees for costs and hardships related to assignments abroad. 
Alternately, they consult international relocation experts to make sure all of the re- 
location bases are covered. For example, in some countries expatriates are mandated 
by local law to participate in host-country programs—whether or not their pay pack- 
ages are home- or host-based. Other countries have negotiated bilateral agreements 
that allow expatriates to opt out of state-sponsored benefit programs such as Social 


balance sheet 
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pensation benefits to match 
that of a particular country 
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Security, as long as the expatriates are covered by similar programs in their home 
countries. The United States currently has bilateral agreements of this type with a 
number of countries.*” Recently, splitpay plans have become popular among compa- 
nies. Under a split pay system, expatriates are given a portion of their pay in the local 
currency to cover their day-to-day expenses. The rest of their pay is distributed in 
their home currency to safeguard their earnings should changes in foreign exchange 
rates or inflation adversely affect their pay. 

Another type of compensation system is host-based pay. Companies are under 
pressure to move expatriates to host-based pay because it is generally less costly. 
Host-based pay is compensation that is equivalent to that earned by employees in the 
country where the expatriate is assigned. This process is called localization. When 
an employee is localized, his or her compensation is set on par with local standards 
and practices. Incentive premiums are generally phased out, and the employee pays 
only local taxes and falls under the social benefit programs established by the govern- 
ment of the host country. Some companies localize only certain aspects of the pay 
package or do so gradually over a course of three to five years. 

Usually the decision to localize an employee depends on whether he or she will 
ultimately remain abroad or return home. In many companies, the decision depends 
on whether the employee or the employer is the driving force behind the localization. 
An expatriate employee with a strong desire to remain in the host country beyond 
the planned length of assignment (perhaps because he or she married a local or has 
simply fallen in love with the country) is likely to be more amenable to localization, 
Localization should not be viewed as a cost-saving panacea, however. There are many 
countries in which expatriates would refuse to “go local.’ Forcing an employee to do so 
can ultimately result in a failed assignment, costing the company much more money 
than it would have saved by localizing him or her. 

One of the disadvantages of not localizing an employee's pay, however, is that in 
low-cost countries, this can breed resentment among local staff members if they are 
earning significantly less. This can affect the amount of cooperation they are likely 
to give an expatriate and adversely affect the success of an assignment. Whether they 
are intentional or not, any HR practice that results in more favorable treatment for 
an expatriate versus local employees sends a message that locals are less valued by the 
firm. This is another reason why firms are moving to global compensation systems.“ 

Another serious issue related to expatriate compensation is medical care. Employ- 
ees are unlikely to consent to going abroad if they cannot get health care comparable 
to what is available in their home countries. Often U.S.-based plans cannot cover 
expatriate employees or efficiently deal with claims that need to be reimbursed in 
foreign currency. Drugs prescribed abroad that are not FDA approved can also cause 
reimbursement problems for U.S. expatriates. One solution is to provide the expatri- 
ate with a global health benefits plan such as Cigna International Expatriate Benefit. 
The Cigna plan covers 200,000 expatriates and their dependents for 700 different 
international client companies. Another alternative is to transfer the employee to a 
global employment company that can provide these types of benefits. A global em- 
ployment company is similar to a PEO (professional employer organization), dis- 
cussed in Chapter 5, Basically, the employee is transferred to the global employment 
company, which administers all of his or her benefits as well as those of numerous 
employees working for other companies. These are not options in all countries. In 
some countries, such as Saudi Arabia, for example, expatriates must be covered by a 
local insurer. 
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Still another issue is the need to provide expatriates and employees who travel 
abroad with security. Citigroup hires private drivers for employees doing business 
in countries such as Mexico—even for employees on extended stays. Archer Daniels 
Midland uses a travel management company that provides travel security climate in- 
formation to employees as soon as they book their trips. Companies can also purchase 
travel-related insurance covering a range of services such as evacuation and disability 
or travel-related injuries. HR managers are generally responsible for evaluating and 
implementing these different types of programs. Oftentimes this involves hiring a lo- 
cal security firm when an expatriate is sent abroad. 

Lastly, what your competitors are paying should also factor into the compensation 
mix. In the United Kingdom, firms typically provide their expatriates with cars as 
part of their compensation. So to be competitive, any company operating in that mar- 
ketplace has to do the same, explains Steve Rimmer from the consulting firm Price 
Waterhouse Coopers International Ltd. 


Performance Appraisal 


As we noted earlier, individuals frequently accept international assignments because 
they know that they can acquire skills and experiences that will make them more 
valuable to their companies. Frequently, however, it can be difficult for the home of- 
fice to evaluate the performance of employees working abroad. Even the notion of 
performance evaluation is indicative of a U.S. management style that focuses on the 
individual, which can cause problems in Asian countries such as China, Japan, and 
Korea and Eastern European countries such as Hungary and the Czech Republic. 
Performance appraisal problems can contribute to failure rates among expatriates and 
actually derail an individual's career rather than enhance it.” 


Who Should Appraise Performance? 


In many cases, an individual working internationally has at least two allegiances: one 
to his or her home country (the office that made the assignment) and the other to the 
host country in which the employee is currently working. Superiors in each location 
frequently have different information about the employee's performance and may also 
have very different expectations about what constitutes good performance. For these 
reasons, the multirater (360-degree) appraisal discussed in Chapter 8 is gaining favor 
among global firms. There are exceptions, however. For example, Thai workers do 
not see it as their business to evaluate their bosses, and Thai managers do not think 
subordinates are in any way qualified to assess them. Before implementing a different 
appraisal process, HR managers need to understand how the process is likely to be 
received in the host country.” 


Home versus Host-Country Evaluations 


Domestic managers who have not worked abroad are frequently unable to under- 
stand an expatriate’s or host-country manager's experiences, value these employees, 
or accurately measure their contribution to the organization. Geographical distances 
create communication problems for expatriates and home-country managers, al- 
though e-mail, instant messaging, and other HR information systems technologies 
have begun to close the gap”! Still, local managers with daily contact with the person 
are more likely to have an accurate picture of his or her performance. Host-country 


LEARNING OUTCOME 7 


Assume you are work- 
ing for GE in Afghani- 
stan. The power often 
goes out in your build- 
ing, business deals 
take longer than in 
the United States, and 
you experience a great 
amount of stress due to 
the unstable political 
environment. Would 
you want your perfor- 
mance to be assessed 
in relation to the diffi- 
culty of doing business 
in Afghanistan? 
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evaluations can sometimes be problematic. First, local cultures can influence a per- 
son's perception of how well an individual is performing. As we noted earlier in the 
chapter, participative decision making may be viewed either positively or negatively, 
depending on the culture. Such cultural biases may not have any bearing on an indi- 
vidual’s true level of effectiveness. In addition, local managers sometimes do not have 
enough of a perspective on the entire organization to know how well an individual is 
truly contributing to the firm as a whole. 

Even if the formal appraisal is conducted in the home office and promotion, and pay 
and other administrative decisions are made there, most HR experts agree that per- 
formance evaluations should try to balance the two sources of appraisal information. 
As we discussed in Chapter 8, multiple sources of appraisal information can be ex- 
tremely valuable for providing independent points of view—especially if someone is 
working as part of a team. If there is much concern about cultural bias, it may be pos- 
sible to have people of the same nationality as the expatriate conduct the appraisal. 


Performance Criteria 


Because expatriate assignments are so costly, many HR managers are increasingly un- 
der pressure to calculate the return on investment of these assignments, What did 
the firm get for the million dollars it spent to send an expatriate abroad? Has the ex- 
patriate achieved the goals set forth in the assignment in the appropriate time frame? 
Obviously, the goals and responsibilities inherent in the job assignment are among 
the most important criteria used to evaluate an individual's performance, and differ- 
ent goals necessitate measuring different criteria. The criteria are tied to the various 
reasons employees were sent abroad in the first place—whether it was part of a goal 
to transfer technical skills or best practices, as a result of a merger or new division, to 
improve a division's financial performance, or to develop managerial talent. 
There are five steps related to calculating the ROI of an assignment: 


1, Defining the assignments objectives. 
2. Agreeing on the quantifiable measurements for the assignment. 


3. Developing an equation that converts qualitative behavior into quantifiable 
measurements. 


4, Evaluating the expatriate’s performance against these measurements. 


5. Calculating the ROI. This can be a complex cost accounting or a simple calculation 
to see if the expatriate covered the cost of keeping them on assignment. 


Companies also look at how well the total cost of the assignment was managed, 
taking into account any tax efficiencies and whether the right mix of expatriates, 
third-country nationals, and locals were used to minimize the assignment's costs.” 

The danger with ROI calculations, however, is that there is a temptation to resort 
to using “easy” criteria such as productivity, profits, and market share to measure an 
expatriates performance. These criteria may be valid, but they are still deficient if 
they do not capture the full range of an expatriate’s responsibility, Other, more subtle 
factors should be considered as well. Leadership development, for example, involves 
a much longer-term value proposition. In many cases, an expatriate is an ambassador 
for the company, and a significant part of the job is cultivating relationships with citi- 
zens of the host country. 

As we discussed at the beginning of this chapter, an individual’s success or failure is 
affected by a host of technical and personal factors, as well as the acceptance and help 
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they get from their staff members abroad. For example, as one might guess, it is much 
easier to adjust to similar cultures than to dissimilar ones. An American can usually 
travel to the United Kingdom or Australia and work with locals almost immediately. 
Send that same individual to Hungary or Malaysia, and the learning curve is steeper. 
The expatriate’s adjustment period may be even longer if the company has not yet 
established a good base of operations in the region. The first individuals transferred 
to a country have no one to show them the ropes or to explain local customs. Even 
relatively simple activities such as navigating the rapid transit system can prove to 
be problematic. The U.S. State Department and defense forces have developed rat- 
ing systems that attempt to distinguish the different degrees of difficulty associated 
with different regional assignments. These difficulty factors need to be considered 
and built into the appraisal system. For example, if living in Afghanistan, the rate of 
difficulty is expected to be 35 percent greater than in the United States. As a result, 
salary should reflect this hardship.” 


Providing Feedback 


Performance feedback in an international setting is clearly a two-way street. Although 
the home-country and host-country superiors may tell an expatriate how well he or 
she is doing, it is also important for expatriates to provide feedback regarding the sup- 
port they are receiving, the obstacles they face, and the suggestions they have about 
the assignment. More than in almost any other job situation, expatriates are in the 
very best position to evaluate their own performance. 

In addition to ongoing feedback, an expatriate should have a debriefing interview 
immediately on returning home from an international assignment. These repatria- 
tion interviews serve several purposes, 


1, They help expatriates reestablish old ties with the home organization and may 
prove to be important for setting new career paths. 


2. The interview can address technical issues related to the job assignment itself. 


3. The interview can address general issues regarding the company’s overseas com- 
mitments, such as how relationships between the home and host countries should 


be handled. 


4. The interview can be very useful for documenting insights an individual has about 
the region. These insights can then be incorporated into training programs for fu- 
ture expatriates. However, if the learning is not shared, then each new expatriate to 
a region may have to go through the same cycle of adjustment.” 


The Labor Environment Worldwide 


A country’s labor environment plays a large role in international business and HR 
decisions. As we have said, wages and benefits vary dramatically across the world as 
do safety, child, and other legal regulations, In many countries, the regulation of la- 
bor contracts is profound and extensive. Labor unions around the world differ sig- 
nificantly as well. Differences exist not only in the collective bargaining process, but 
also in the political-legal conditions. For example, the EU prohibits discrimination 
against workers in unions, but in many other countries, including countries in Central 
America and Asia, labor unions are illegal. China has only one union, the All-China 
Federation of Trade Unions, an eighty-year-old Communist Party institution that for 


LEARNING OUTCOME 8 


Do you think there 
should be some in- 
ternational standard 

for labor rights? If so, 
what should that stan- 
dard be and how should 
it be enforced? 
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decades has aligned itself more closely with management than workers. As Walmart 
discovered, Western firms that want to do business in China have to reach collective 
bargaining agreements with the ACF TU. In some countries, only workers at larger 
firms are allowed to organize.” 

Union strength depends on many factors, such as the level of employee partici- 
pation, per capita labor income, mobility between management and labor, homo- 
geneity of labor (racial, religious, social class), and unemployment levels. Nearly all 
of Sweden's workers are organized, giving the unions in this country considerable 
strength and autonomy. By contrast, in countries with relatively high unemployment, 
low pay levels, and no union funds with which to support social welfare systems, 
unions are driven into alliance with other organizations: political parties, churches, 
or governments. This is in marked contrast to the United States, where the union 
selected by the majority of employees bargains only with the employer, not with other 
institutions. By contrast, the unions in many European countries (such as Sweden) 
have a great deal of political power and are often allied with a particular political 
party. When employers in these countries deal with unions, they are, in effect, dealing 
indirectly with governments. 

In a number of countries, however, including Japan, Germany, New Zealand, and 
the United Kingdom, unions have been losing some of their power. Ironically, the 
power of the unions to gain high wages and enforce rigid labor rules has been blamed 
for hurting competitiveness, particularly in European countries. Laws make it dif- 
ficult to fire European employees, so workers are hired only sparingly. Unemploy- 
ment benefits are very generous, so people tend to remain unemployed for longer 
rather than seek work. But because companies are increasingly tempted to offshore 
jobs to countries where labor costs are lower, unionized workers have been forced to 
make more concessions. For example, at Bosch in France, union bosses opposed man- 
agement'’s plan to lengthen the workweek. But fearful workers overruled the union 
bosses, voting instead for the longer workweek.”® As the power of unions declines 
a bit, the trend has been to demand compensation in other ways—through benefits 


Around the world, 
collective bargaining 
processes vary 
widely. The ILO and 
other international 
labor organizations 
promote the rights of 
workers to organize. 
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Punish Unfair Labour Practices 


AP Photo/Lee Jin-man 
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or through greater participation in company decision making. Various approaches to 
participation will be discussed later. 


Collective Bargaining in Other Countries 


We saw in Chapter 14 how the collective bargaining process is typically carried out 
in companies operating in the United States. When we look at other countries, we 
find that the process can vary widely, especially with regard to the role of government. 
Collective bargaining can take place at the firm, local, or national levels. In Australia 
and New Zealand for most of the twentieth century, labor courts had the authority 
to impose wages and other employment conditions on a broad range of firms (many 
of which were not even privy to the suits brought before the courts). In the United 
Kingdom and France, the government intervenes in all aspects of collective bargain- 
ing. Government involvement is only natural where parts of industry are nationalized. 
In developing countries, the governments commonly have representatives present 
during bargaining sessions to ensure that unions with relatively uneducated leaders 
are not disadvantaged in bargaining with skilled management representatives, Still, in 
these countries a union may do little more than attempt to increase wages and leave 
the rest of the employment contract unchanged. In more-developed countries, goals 
related to other aspects of the employment relationship, such as workweek lengths, 
safety requirements, and grievance procedures, are more likely to be pursued. 


International Labor Organizations 


The most active of the international union organizations has been the International 
Trade Union Confederation (ITUC), which has its headquarters in Brussels. The 
ITUC is a confederation of 311 national trade union centers, representing 175 mil- 
lion trade union members in 155 countries and territories. The ITUC’s mission is 
to promote worker rights and interests through international cooperation between 
trade unions, campaigning, and advocacy with governments and global institutions. 
The ITUC also cooperates with the European Trade Union Confederation (ETUC), 
the most prominent European trade worker federation. The ETUC represents trade 
workers in eighty-three trade unions in thirty-six western, central, and eastern Euro- 
pean countries. 

Another active and influential organization is the International Labour Organiza- 
tion (ILO), a specialized agency of the United Nations created in 1919. The ILO 
perhaps has had the greatest impact on the rights of workers throughout the world. It 
promotes the rights of workers to organize, the eradication of forced and child labor, 
and the elimination of discrimination. The organization has been effective because it 
involves nation-states as well as workers and their employers. In recent years, the ILO 
has redefined its mission based on the “Decent Work Agenda.” The Decent Work 
Agenda promotes the idea that there is an ethical dimension of work. This ethical 
dimension includes decent homes, food, education, the right to organize, and social 
programs to protect workers when they are elderly, disabled, or unemployed. More- 
over, the agenda pertains to workers worldwide, including the self-employed—a situ- 
ation common in agricultural-based, developing countries. Given the fact that half of 
the world’s population lives on $2 a day or less, 250 million children around the world 
are forced to work, and only 20 percent of people globally are covered by any sort of 
social insurance programs, these are worthy goals. Some companies, however, oppose 
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the decent pay initiative, believing it promotes unionization. A new initiative of the 
ILO is to support fairness in economies that are globalizing. To some extent, the ef- 
fort is working, For example, in 2007, the World Bank started including the ILO’s 
core labor standards requirement as part of its lending and procurement practices.*” 


Labor Participation in Management 


In many European countries, provisions for employee representation are established 
by law. An employer may be legally required to provide for employee representa- 
tion on safety and hygiene committees, worker councils, or even boards of directors. 
While their responsibilities vary from country to country, worker councils basically 
provide a communication channel between employers and workers, The legal codes 
that set forth the functions of worker councils in France are very detailed. Councils 
are generally concerned with grievances, problems of individual employees, internal 
regulations, and matters affecting employee welfare. 

A higher form of worker participation in management is found in Germany, where 
representation of labor on the board of directors of a company is required by law. 
This arrangement is known as codetermination and often referred to by its German 
word, Mitbestimmung. While sometimes puzzling to outsiders, the system is fairly 
simple. Company shareholders and employees are required to be represented in 
equal numbers on the supervisory boards of large corporations. Power is generally 
left with the shareholders, and shareholders are generally assured the chairmanship, 
Other European countries and Japan either have or are considering minority board 
participation.”® 

Each of these differences makes managing human resources in an international 
context more challenging. But the crux of the issue in designing HR systems is not 
choosing one approach that will meet all the demands of international business. In- 
stead, organizations facing global competition must balance multiple approaches and 
make their policies flexible enough to accommodate differences across national bor- 
ders. Throughout this book we have noted that different situations call for different 
approaches to managing people, and nowhere is this point more clearly evident than 
in international HRM. 


codetermination 


Representation of labor on 
the board of directors of a 
company 


eT Economic, political-legal and 


cultural factors in different parts of the world 
influence the need for global integration of HR 
practices as well as the need for local adapta- 
tion, These competing forces create a tension for 
HR managers. The tension is found in how to 
manage people in a way that is compliant to cul- 
tural and political-legal norms while at the same 
time taking advantage of globally standardized 
practices. 
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There are four basic ways to orga- 
nize for global competition: (1) the international corpo- 
ration is essentially a domestic firm that has leveraged 
its existing capabilities to penetrate overseas markets; 
(2) the multinational corporation has fully autonomous 
units operating in multiple countries in order to address 
local issues; (3) the global corporation has a worldview 
but controls all international operations from its home 
office; and (4) the transnational corporation uses a net- 
work structure to balance global and local concerns, 
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ESE International HRM places 


greater emphasis on a number of responsibilities and 
functions such as relocation, orientation, and trans- 
lation services to help employees adapt to a new and 
different environment outside their own country. 


ee Many factors must be consid- 


ered in the selection and development of employees 
for international assignments. Hiring host-country 
nationals or third-country nationals versus sending 
expatriates is generally less costly. When expatri- 
ates are hired, most companies try to minimize their 
stays, Operations are handed off to host-country na- 
tionals as soon as possible. 


UNNES Once an expatriate is selected, 


an intensive training and development program is 
essential to qualify that person and his or her spouse 
and family for the assignment. Wherever possible, 
development should extend beyond information and 
orientation training to include sensitivity training 
and field experiences which will enable the manager 
to understand cultural differences better. Those in 
charge of international programs should provide the 
help managers need with the career development 
risks they face, reentry problems, and culture shock. 
E-mail, instant messaging, and videoconferencing 
are making it easier for companies to stay in touch 
with their expatriates. 


Compensation systems should 
support the overall strategic intent of the organiza- 
tion but be customized for local conditions. Com- 
pensation plans must give expatriates an incentive 


augmented skills 
balance sheet approach 
codetermination 


global manager 
core skills guest workers 
home-based pay 
host-based pay 


host country 


cultural environment 

culture shock 

expatriates, or home-country 
nationals 

failure rate 


global compensation system 
global corporation 


host-country nationals 


to leave the United States; meet their standards of 
living, health care, and safety needs; provide for the 
education of their children, if necessary; and facili- 
tate their repatriation. 


Although home-country man- 
agers frequently have formal responsibility for ap- 
praising individuals on foreign assignments, they 
may not be able to fully understand an expatriate's ex- 
periences because geographical distances pose com- 
munication problems. Host-country managers may 
be in the best position to observe day-to-day per- 
formance but may be biased by cultural factors and 
may not have a view of the organization as a whole. 
To balance the pros and cons of home-country and 
host-country evaluations, performance evaluation 
that combines the two sources of appraisal informa- 
tion is one option. 


t= In many European countries— 


Germany, for one—employee representation is es- 
tablished by law. Organizations typically negotiate 
the agreement with the union at a national level, 
frequently with government intervention. In other 
countries, union activity is prohibited or limited to 
only large companies. European unions have much 
more political power than many other unions around 
the world, although their power has declined some- 
what due to globalization forces, The International 
Confederation of Free Trade Unions (ICFTU), Eu- 
ropean Trade Union Confederation (ETUC), and 
International Labour Organization (ILO) are among 
the major worldwide organizations endeavoring to 
improve the conditions of workers, 


localization 

multinational corporation (MNC) 
repatriation 

split pay 

third-country nationals 
transnational corporation 
transnational teams 

work permit, or visa 


international corporation 
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Discussion Questions © 


In recent years, we have observed 
an increase in foreign investment throughout the world. 
What effect are international ventures, such as the ac- 
quisition of Massmart by Walmart, having on HRM? 


What major HR issues must be 
addressed as an organization moves from an inter- 
national form to a multinational, to a global, and to a 
transnational form? 


LEARNING OUTCOME 3 


1. If you were starting now to plan for a career in 
international HRM, what steps would you take to 
prepare yourself? 

2. Describe the effects that different components of 
the cultural environment can have on HRM in an 
international firm. 


LEARNING OUTCOME 4 


1, Starbucks is opening new stores abroad every day, it 
seems. If you were in charge, would you use expatriate 
managers or host-country nationals to staff the new fa- 
cilities? Explain your thinking. 

2. In what ways are U.S. managers likely to experi- 
ence difficulties in their relationships with employ- 
ees in foreign operations? How can these difficulties 
be minimized? 


HRM EXPERIENCE 


An American (Expatriate) in Paris 


LEARNING OUTCOME S 


1. This chapter places considerable emphasis on 
the role spouses play in terms of the success of an 
overseas manager. What other steps should compa- 
nies take to increase the likelihood of a successful 
experience for all parties involved? 

2. Talk with a foreign student on your campus; 
ask about his or her experience with culture shock 
on first arriving in the United States. What did you 
learn from your discussion? 


CE Tf the cost of living is lower in 


a foreign country than in the United States, should 
expatriates be paid less than they would be at home? 
Explain your position. Who should ultimately decide 
whether an employee should be localized or not? 


If grooming a talented individ- 
ual for a leadership role is an important outcome of 
a foreign assignment, how can this be worked into a 
performance appraisal system? How would a man- 
ager assess leadership accomplishments? 


LEARNING OUTCOME & 


1. What are the major differences between labor- 
management relations in Europe and those in the 
United States? 

2. Do you believe that codetermination will ever become 
popular in the United States? Explain your position. 


There is often a great deal of work involved in setting up expatriate assignments. The administrative requirements can 
be far ranging and extend beyond the employee to also include family issues. Suppose you were faced with the follow- 
ing scenario. What would be the most pressing considerations that you would need to address? 


The Scenario 


You are the head of HR for Sarip International, a consulting firm specializing in hotel and restaurant management. Your 
firm is opening an office in Paris, France, and Jim Verioti, director of sales and marketing, has been asked to assume 
responsibilities for the expansion. Jim understands that the expatriate assignment will last two to three years, and 
although he has traveled to Europe for work on several occasions, this is his first long-term assignment overseas. He 
has a lot of questions about what he can expect and also some personal constraints. 
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HRM EXPERIENCE 


An American (Expatriate) in Paris (continued) 


Jim and his wife Betty have just moved into their new home (their mortgage is around $1,750 per month). In addition, 
Betty is an elementary school teacher and doesn’t really know how the move will affect her job security. Their three 
children, Veronica (14), Reggie (12), and Archie (10), are of an age at which school considerations are very important. 
A friend told them about the American School in Paris, and this is a consideration. None of the Veriotis speak French. 


Assignment 


Working in teams of four to six individuals, put together the package that would allow Jim to move his family to Paris 
while still maintaining his present lifestyle (his current annual salary is $160,000 plus incentives). Address at least the 


following issues: 


1. Visas and permits 5: 
2. Relocation allowance and housing 6. 
3. Language and culture training T 
4. Spousal employment concerns 


Health/medical/insurance issues 
Compensation and incentives 
Education for the children 


The following websites may be helpful to you, but other resources may prove valuable as well: 


e U.S. embassy in Paris (http://france.usembassy.gov) 


e French consulates in the United States (http://france.visahq.com/embassy/United-States) 


e Expatica.com (http://www.expatica.com/fr/main.html) 
e Americans in Paris (http://www.americansinfrance.net) 


e The Paris France Guide (http://www. parisfranceguide.com) 


e Easy Expat (http://www.easyexpat.com/paris_en.htm) 


e Centers for Disease Control and Prevention (http://wwwn.cdc.gov/travel/default.aspx) 


e American School in Paris (http://www.asparis.org/about) 


e Medibroker (insurance) (http://www.medibroker.com) 
e Access USA (mail) (http://myus2.myus.com/) 


e Travlang (currency calculator) (http://www.travlang.com/money) 


On the Job: Video Cases @% 


Texas Instruments: Recruiting in the 
International Labor Market 


Texas Instruments, also known as TI, isa Fortune 500 
company based in Dallas, Texas. TI is the third larg- 
est manufacturer of semiconductors worldwide, the 
second largest supplier of chips for cellular handsets, 
and the largest producer of digital signal processors 
(DSPs) and analog semiconductors. The company 


is most widely known, however, for the TI handheld 
calculator that you may have owned in grade school. 


Texas Instruments’ success depends largely upon its 
people for continual innovations in the electronics 
industry as well as exceptional service to its custom- 
ers. Because they are a globally operating company, 
they hire people from all over the world. This means 
that TI must consider the specific labor markets in 
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which they are operating. Doing so requires knowl- 2. Should TI’s recruiting methods differ across 
edge of the local labor market and being able to find countries? 


people who fit the core values of TI. 3. What recruiting principles used by TI should be 


dardized h ld? 
What to Watch for and Ask Yourself E E 


1. How do they find the people they need all over 4, What factors do companies need to consider 
the world? when they measure their costs per hire? 


How about a Registered nurse Carmen Lopez wants a raise—so she’s leaving Mexico and moving to 
900 Percent California to take a job at Desert Valley Medical, a hospital near Los Angeles, where her 
` income will increase tenfold.“I was making US$500 a month in Mexico, and in the U.S. 
Raise? I will be making between $25 to $28 an hour,’ Lopez says. Lopez, upon finishing her 
U.S. nursing exam, will be joining nine other Mexican nurses at Desert Valley Medical. 
As U.S. baby boomers—now in their early sixties—age, the number of registered 
nurses in the United States is not keeping up. The U.S. government forecasts that by 2020 
the demand for registered nurses will have increased by 40 percent while the number of 
nurses will have risen by just 6 percent. There are currently 2.2 million working nurses. 
Lopez and her colleagues were recruited by MDS Global Medical Staffing in Los 
Angeles. Roger Viera, cofounder of MDS Global Staffing, says he and his business part- 
ner have invested $1 million, and the Mexican government added another $1 million, 
to open a nurse residency program in Mexico that trains and certifies nurses to work in 
the United States.“ We only recruit qualified nurses. They must have a four-year bach- 
elor of science degree and four years of work experience,’ Viera says. MDS expects to 
recruit from Mexicos twelve nursing schools and from Costa Rica in the near future. 
MDS has also recruited Maria de la Cruz Gonzalez, who says she's excited about 
this opportunity to emigrate with her husband and work as a nurse in the United 
States.“ The hospitals offer us a two-year contract where our nuclear family can come 
along to live with us in the U.S.’ she says. MDS gives the nurses three months of 
paid rent and transportation, provides placement with client hospitals, and provides 
training in technology and language. They will be able to work in U.S. hospitals for 
two years under a North American Free Trade Agreement visa. 
Donna Smith, chief nursing officer at Desert Valley Medical, says she is happy to 
have the Mexican nurses join her staff and believes that they are as qualified as U.S. 
nurses. But, she says, they will need more technical experience before they can go to 
work, since technology is different in the hospitals of Mexico.“ We will provide them 
with extra training once they get here,” she says. 


Questions 


1, Is recruiting nurses abroad a good idea for U.S. hospitals facing worker shortages? 
2. Can you think of any cultural problems U.S. hospitals might encounter as a result? 
3. What long-term recruiting measures should U.S. hospitals strive for? 


Source: Condensed from Aisha Belone, “How about a 900 Percent Raise? Mexican Nurses Head North to 
Cure the Ballooning U.S. Health Care Labor Shortage,” Latin Trade 12 no. 7 (July 2004): 30. 
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In an unusual move, a seriously ailing Dallas software company, i2 Technologies, resettled A “TurnAround” 
209 Indian engineers, programmers, and managers in their South Asian homeland on a Repatriate 
voluntary basis to help stem losses as it laid off thousands of other employees. A series of 
corporate crises led to the mass repatriation back to India beginning in 2001. Plan: U.S. 
Many returnees had worked in Texas, Massachusetts, and California for five to seven Company 
years on H-1B visas designed for temporary, highly skilled workers, although about ; 
10 percent had acquired permanent residency green cards or U.S. citizenship. They Moves Indian 
found the company’s Move to India Program too good to turn down—even if it meant a 
pay cut of 50 percent or more. None was pressured by management to return, said Gu- Workers Back 
naranjan “Guna” Pemmaraju, a 30-year-old engineer, who returned home. The returnees, Home 
many graduates of India’s top technical universities, were confident of finding other U.S. 
jobs if i2 laid them off and were prepared to “change industries if need be,’ he asserted. 
“When I left America, I actually kissed the ground,” Pemmaraju said. “It helped 
me grow as an individual, and it enriched my thought process.’ Significantly, though, 
Pemmaraju says the quality of life in his middle-class Bangalore neighborhood is 
comparable—with a few minor downsides that he and his wife are willing to accept. Al- 
though their pay shrank in dollar terms, the repatriates are relatively better off in India. 
“If we were in the top 25 percent in the United States, we're in the top 5 percent 
here,’ said one repatriate. 
“We may not have 54-inch TV sets, but we have more of a sense of community and 
belonging here,’ another added. 
Pemmaraju relies on DSL Internet access, fields morning calls from Dallas col- 
leagues on a cell phone, and watches satellite TV while pedaling his new exercise bike. 
Instead of a Honda Accord, he drives a much smaller Suzuki Zen sedan. 
For i2, the wage and benefit savings are helping it edge toward profitability. The 
company says the savings have been substantial. At its peak, i2 employed 6,349 people, 
with about 800 in India. It has since scaled down to 2,500 workers, 1,100 of whom are 
based in Bangalore. 
Pemmaraju's family expresses no regrets about returning, yet they retain fond mem- 
ories of the United States, a country of “milk and honey’—not to mention seven-layer 
Taco Bell burritos and Krispy Kreme doughnuts. Pemmaraju was tickled by a recent 
call to a fast-food restaurant in Bangalore. “A guy answered the phone saying, “Thank 
you for calling Pizza Hut. Would that be for delivery or carry out?’ he said. It’s just 
what they said in Arlington [Texas]!” 


Questions 


1, Does repatriation represent a good financial strategy for firms with international 
employees? 

2. Besides cost savings, does i2 have anything to gain by repatriating its Indian 
employees? 

3. What type of repatriation preparation training do you think i2’s repatriates should 
receive before going home? 


Source: Condensed from Barry Shlachter, “Software Firm Resettles Indian Workers in Turnaround Plan,” 
Fort Worth (‘Texas) Star-Telegram (via Knight-Ridder/Tribune Business News), June 24, 2004. 
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high-performance 
work system 


(HPWS) 


A specific combination of HR 
practices, work structures, 
and processes that maxi- 
mizes employee knowledge, 
skill, commitment, and 
flexibility 


This textbook has 
emphasized the goals 
of competing through 
people, getting the 
best from employees, 
treating them fairly, 
and building an excel- 
lent organization. What 
key points have you 
learned in this regard, 
and how do they tie 
together in your mind 
when it comes to man- 
aging human resources? 
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o you have finished reading fifteen chapters on HRM. Congratulations—textbooks 

do not always make for the most gripping reading. But before you close this book, 

think about the following question: What is more difficult—designing effective HR 
practices or managing them all together as one system? 

In the past, HR textbooks simply ended after each individual aspect of HRM was in- 
troduced and explained. But in today’s competitive environment, many organizations are 
discovering that it is how the pieces are combined that makes all the difference. After 
all, managers typically do not focus on staffing, training, and compensation practices in 
isolation from one another. These HR practices are combined into an overall system to 
enhance employee involvement and performance. So now that we have talked about the 
individual pieces, we thought it might be useful to spend some time talking about how 
they fit together into high-performance work systems. 

A high-performance work system (HPWS) can be defined as a specific combina- 
tion of HR practices, work structures, and processes that maximizes the knowledge, skills, 
commitment, flexibility, and resilience of employees. The key concept is based on the 
system. High-performance work systems are composed of many interrelated parts that 
complement one another to reach the goals of an organization, large or small. 

We will start by discussing the underlying principles that guide the development of 
high-performance work systems and the potential benefits that can occur as a result. 
Then we will outline the various components of the system, the work-flow design, HR 
practices, management processes, and supporting technologies. (See Figure 16.1.) We 
will also describe the ways in which organizations try to tie all the pieces of the sys- 
tem together and link them with strategy. We end the chapter with a discussion of the 
processes organizations use to implement high-performance work systems as well as the 
outcomes that benefit both the employee and the organization as a whole. 


Fundamental Principles 


In Chapter 1, we noted that organizations face a number of important competi- 
tive challenges such as adapting to greater global competition, harnessing technol- 
ogy, managing change, responding to customers, developing intellectual capital, 
and containing costs. We also noted some very important employee concerns that 
must be addressed, such as managing a diverse workforce, recognizing employee 
rights, adjusting to the new work attitudes of employees, and the need to balance 
work and family demands. We now know that the best organizations go beyond 
simply balancing these sometimes competing demands; they create work environ- 
ments that blend these concerns to simultaneously get the most from their employ- 
ees and meet their needs while reaching the short-term and long-term goals of the 
organization. 

The notion of high-performance work systems was originally developed by 
David Nadler to capture an organization's “architecture” that integrates the tech- 
nical and social aspects of work. Edward Lawler and his associates at the Center 
for Effective Organization at the University of Southern California have worked 
with Fortune 1000 corporations to identify the primary principles that support 
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high-performance work systems. There are four simple but powerful principles, as 
shown in Figure 16,2: 


a Egalitarianism and engagement 
= Shared information 
= Knowledge development 


a Performance-reward linkage! 


In many ways, these principles have become the building blocks for managers who 
want to create high-performance work systems. We will use them as a framework 
for the rest of the chapter. In addition, it should be noted that in a 2006 review and 
statistical analysis of ninety-two studies involving more than 19,000 organizations, 
researchers James Combs, Yongmei Liu, Angela Hall, and David Ketchen identified 
a number of major findings related to high-performance work systems. First, the sys- 
tems have a larger influence on the performance of organizations than other highly 
visible governance practices, such as the independence of a firm's board of directors. 
Second, because of their synergistic effects, the elements of the systems have a larger 
impact when they are implemented as a bundle. Third, the systems have a significant 
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effect regardless of whether the performance of firms is measured in operational 
terms or financial terms, Finally, high-performance work systems can be successfully 
implemented in all types of organizations, including both manufacturing and service 
organizations and organizations of different sizes. 


Egalitarianism and Engagement 


People want a sense that they are members, not just workers, in an organization. Sta- 
tus and power differences tend to separate people and magnify whatever disparities 
exist between them. The “us versus them” battles that have traditionally raged be- 
tween managers, employees, and labor unions are increasingly being replaced by more 
cooperative approaches to managing work. More egalitarian work environ- 
ments lessen status and power differences and, in the process, increase col- 
laboration and teamwork. When this happens, productivity can improve if 
people who once worked in isolation from (or in opposition to) one another 
begin to work together. 

Nucor Steel has an enviable reputation not only for establishing an egali- 
tarian work environment, but for the employee loyalty and productivity that 
stem from that environment. Upper-level managers do not enjoy better in- 
surance programs, vacation schedules, or holidays. In fact, certain benefits 
such as Nucor’s profit sharing plan, scholarship program, employee stock 
purchase plan, extraordinary bonus plan, and service awards program are not 


Using the INTERNET 
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available to Nucor’s officers at all. Senior executives do not enjoy traditional perqui- 
sites such as company cars, corporate jets, executive dining rooms, or executive parking 
places. On the other hand, every Nucor employee is eligible for incentive pay and is 
listed alphabetically on the company’s annual report. 

Moving power downward in organizations—that is, empowering 
employees—frequently requires structural changes. Managers often use employee 
surveys, suggestion systems, quality-assurance teams, employee involvement groups, 
and/or union-management committees that work in parallel with existing organiza- 
tional structures. In addition, work flows can be redesigned to give employees more 
control and influence over decision making, At Old Home Foods in St. Paul, Minne- 
sota, one of the few independent, exclusively cultured dairy product manufacturers in 
the country, all employees are involved in the decision-making process of the business. 
“It’s part of the Old Home Foods culture,’ says owner Peter Arthur “P, A.” Hanson. 
“To be a successful independent, you need to empower your employees and let them 
know they are critical to success”? Job enlargement, enrichment, and self-managing 
work teams are typical methods for increasing the power of employees to influence 
decisions, suggest changes, or act on their own. 

Involving employees in decision making and giving them the power to act also 
tends to increase employee engagement. Recall that engaged employees are employ- 
ees who consistently perform at high levels, are enthusiastic about what they do, and 
look for better, more efficient ways of doing things. Surveys on engagement statistics 
vary. However, according to the research organization Gallup, only 29 percent of U.S. 
employees are actively engaged on the job, 15 percent are actively disengaged, and 
54 percent are somewhere in the middle—not disengaged, but not engaged either. 

Disengaged employees and employees who are only semiengaged can cost a company 
dearly, as the French bank Société Générale learned after a junior-level trader lost bil- 
lions of the company’s money making illicit trades. Some experts believe that a number 
of Société Générale employees were perhaps aware that there was a problem but did not 
report it, possibly because of poor employee engagement.“ There's plenty of evidence that 
suggests that strategic human resources management and high-performance work sys- 
tems are foundational in driving employee engagement,’ says Ellie Maggio, the managing 
director of Emend Management Consultants in Toronto, Canada. “If an organization is 
strategic about human resources, they're going to have higher engagement.” 


Shared Information 


The principle of shared information is critical to the success of employee empower- 
ment and involvement initiatives in organizations. In the past, employees tradition- 
ally were not given—and did not ask for—information about the organization. People 
were hired to perform narrowly defined jobs with clearly specified duties, and not 
much else was asked of them. One of the underlying ideas of high-performance work 
systems is that workers are intimately acquainted with the nature of their own work 
and are therefore in the best position to recognize problems and devise solutions to 
them. Today organizations are relying on the expertise and initiative of employees to 
react quickly to incipient problems and opportunities. Without timely and accurate 
information about the business, employees can do little more than simply carry out 
orders and perform their roles in a relatively perfunctory way. They are unlikely to un- 
derstand the overall direction of the business or contribute to organizational success. 
On the other hand, when employees are given timely information about business 
performance, plans, and strategies, they are more likely to make good suggestions for 
improving the business and to cooperate in major organizational changes. They are 
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also likely to feel more committed to new courses of action if they take part in the 
decision making, and happier, which seems to be at least one key to high-performance 
work systems, new research shows.* The principle of shared information typifies a 
shift in organizations away from the mentality of command and control toward one 
more focused on employee commitment. It represents a fundamental shift in the re- 
lationship between employer and employee. If executives do a good job of commu- 
nicating with employees and create a culture of information sharing, employees are 
perhaps more likely to be willing (and able) to work toward the goals for the orga- 
nization. They will “know more, do more, and contribute more”? Moreover, as we 
have suggested, the communication should not be one-way. Managers need to listen 
to employees’ ideas and suggestions and act upon them. 


Knowledge Development 


Knowledge development is the twin sister of information sharing. As Richard 
Teerlink, former CEO of Harley-Davidson, noted,“The only thing you get when you 
empower dummies is bad decisions faster.’ Throughout this text, we have noted that 
the number of jobs requiring little knowledge and skill is declining, while the number 
of jobs requiring greater knowledge and skill is growing rapidly. As organizations at- 
tempt to compete through people, they must invest in employee development. This 
includes both selecting the best and the brightest candidates available in the labor 
market and providing all employees opportunities to continually hone their talents. 

High-performance work systems depend on the shift from touch labor to knowl- 
edge work. Employees today need a broad range of technical, problem-solving, and 
interpersonal skills to work either individually or in teams on cutting-edge projects. 
Because of the speed of change, knowledge and skill requirements must also change 
rapidly, In today’s work environment, employees must learn continuously. Stopgap 
training programs may not be enough. Companies have found that employees in high- 
performance work systems need to learn in “real time,’ on the job, using innovative 
new approaches to solve novel problems. At Ocean Spray’s Henderson, Nevada, plant, 
making employees aware of the plant’s progress has been a major focus. A real-time 
scoreboard on the Henderson plant floor provides workers with streaming updates of 
the plant's vital stats, including average cost per case, case volumes filled, filling speeds, 
and injuries to date. When people are better informed, they do better work.“ We oper- 
ate in real time, and we need real-time information to be able to know what we have 
achieved and what we are working towards,’ says an Ocean Spray manager. 


Performance-Reward Linkage 


It is not uncommon for employees to intentionally or unintentionally pursue out- 
comes that are beneficial to them but not necessarily to the organization as a whole. 
A corollary of this idea, however, is that things tend to go more smoothly when there 
is some way to align the interests of an organization and its employees. When com- 
panies reward their employees based on their performance, workers naturally pursue 
outcomes that are mutually beneficial to themselves and the organization. When this 
happens, some amazing things can result. For example, supervisors do not have to 
constantly watch to make sure that employees do the right thing. Instead, employees 
are more likely to go out of their way—above and beyond the call of duty—to make 
certain that their coworkers are getting the help they need, systems and processes are 
functioning efficiently, and the firms’ customers are happy. 

As Case Study 2 at the end of the chapter explains, every four weeks, the natural 
foods grocery Whole Foods calculates the profit per labor hour for every team in 
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every store. Teams that exceed a certain threshold get a bonus in their next paycheck. 
Performance-based rewards such as these ensure that employees share in the gains 
that result from any performance improvement. This also ensures fairness and tends 
to focus employees on the organization. In fact, at Whole Foods, each employee has 
access to what other employees make in terms of their compensation. 


Anatomy of High-Performance 
Work Systems 


We said at the beginning of this chapter that high-performance work systems combine 
various work structures, HR practices, and management processes to maximize em- 
ployee performance and well-being, Although we outlined the principles underlying 
such systems, their specific characteristics have not as yet been described in detail. 

Although it may be premature to claim that there is a foolproof list of “best prac- 
tices” that can be implemented by every organization for every work situation, some 
clear trends in work design, HR practices, leadership roles, and information tech- 
nologies tell us what high-performance work systems look like. Some of these are 
summarized in Figure 16,3. 


FIGURE 
16 3 Anatomy of High-Performance Work Systems 
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Work-Flow Design and Teamwork 


High-performance work systems frequently begin with the way work is designed. To- 
tal quality management (TQM), reengineering, six sigma, and the like have driven 
many organizations to redesign their work flows, Instead of separating jobs into dis- 
crete units, most experts now advise managers to focus on the key business processes 
that drive customer value—and then create teams that are responsible for those pro- 
cesses. Recall that this is the idea behind self-directed work teams. Federal Express 
redesigned its delivery process to give truck drivers responsibility for scheduling their 
own routes and for making necessary changes quickly. Because the drivers have de- 
tailed knowledge of customers and routes, Federal Express managers empowered 
them to inform existing customers of new products and services. In so doing, drivers 
now fill a type of sales representative role for the company. In addition, FedEx driv- 
ers also work together as a team to identify bottlenecks and solve problems that slow 
delivery. To facilitate this, advanced communications equipment was installed in the 
delivery trucks to help teams of drivers balance routes among those with larger or 
lighter loads.’ By redesigning the work flow around key business processes, compa- 
nies such as Federal Express have been able to establish a work environment that fa- 
cilitates teamwork, takes advantage of its employees’ skills and knowledge, empowers 
employees to make decisions, and provides them with more meaningful work.® 


Complementary Human Resources Policies 
and Practices 


Work redesign, in and of itself, does not constitute a high-performance work system. 
Neither does total quality management or reengineering, Other supporting elements 
of HRM are necessary. Several recent studies suggest that both the performance of 
employees as well as their satisfaction are much higher when organizations combine 
their changes in work-flow design with HR practices that encourage skill develop- 
ment and employee involvement.’ 


High-performance 
work systems have 
helped many auto 
manufacturers 
improve production 
and quality. 


Fabrizio Costantini/Stringer/Getty Images 
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Staffing Practices 
Many high-performance work systems begin with highly directive recruitment and 
selection practices. The recruitment tends to be both broad and intensive in order 
to get the best pool of candidates from which to choose, Human resources infor- 
mation systems have made it easier for firms to compile an inventory of their tal- 
ent and search for employees with the specific skills they need. Talented employees 
“come up to speed” more quickly and take less time to develop. At Whole Foods 
Market, Macy’s, and W.L. Gore, team members select their teammates. This prac- 
tice gives employees more control over decisions about who their coworkers will be 
and forges relationships more quickly than if new members were simply assigned 
to a team.,!° 

Too often, however, organizations try to save money by doing a superficial job of 
hiring. As a consequence, they run the risk of hiring the wrong people and spending 
more on training and/or outplacement, severance, and recruitment of replacements. 
Other hiring pitfalls include simply looking for skills and experience in candidates 
and not looking for cues to see if they are truly engaged employees capable of contrib- 
uting adequately to a high-performance work system. Kris Dunn, a human resources 
executive and writer, suggests asking candidates behavioral questions such as the fol- 
lowing:“ Tell me about a time in a past job that you got really excited about something 
you were working on. Now tell me about a situation at work in which you got bored.” 
If a candidate struggles to come up with relevant examples, there is no reason to think 
the person will be a fully engaged employee in your company.” 


Training and Development 

Like recruitment and selection, training focuses on ensuring that employees have 
the skills they need to assume greater responsibility in a high-performance work 
environment. For example, Schindler Elevator Corporation, the world’s second- 
largest manufacturer of elevators, provides a sixty-hour prehire training program of 
instruction and testing in such subjects as orientation/company history, safety, plant 
policies and procedures, just-in-time (JIT) techniques, and basic shop math. The 
company also has an apprenticeship program that focuses on key areas based on its 
specific business needs. Apprentices are hired as machinists, tool and die makers, 
welders, electricians, mechanics, and so forth. In addition, Schindler gives each of its 
employees at least five days of classroom training every year. Typically, the training 
focuses on technical, problem-solving, and interpersonal skills. Emphasis on team- 
work, engagement, and continuous improvement requires that employees develop a 
broader understanding of work processes performed by others around them rather 
than rely on just knowing their own jobs. To accomplish this, organizations increas- 
ingly use cross-training, discussed earlier in the book. Recall that this involves train- 
ing employees in jobs in areas closely related to their own. For example, nurses in the 
perinatal unit of Cincinnati-based TriHealth System implemented cross-training to 
facilitate teamwork and cooperation across units; even more, it helps nurses iden- 
tify trouble spots that cut across several jobs and allows them to suggest areas for 
improvement. 

Beyond individual training, Eastman Chemical Company has established a train- 
ing certification process that helps ensure its teams progress through a series of matu- 
rity phases. The teams certify their abilities to function effectively by demonstrating 
knowledge and skills in such areas as customer expectations, business conditions, and 
safety. Because these skills must be continually updated, Eastman Chemical requires 
that even certified teams periodically review their competencies.'* 
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Compensation 

Another important piece of a high-performance work system is the compensation 
package. Because high-performance work systems ask many different things from 
employees, it is difficult to isolate one single approach to pay that works for everyone. 
Asa consequence, many companies are experimenting with alternative compensation 
plans. In order to link pay and performance, high-performance work systems often 
include some type of employee incentives. At Henry Ford Health System, a Detroit- 
area hospital network, employees’ monetary performance incentives are tied to the 
systems strategic plan. If the system exceeds its financial targets, and if a business 
unit also achieves its targets and budget, then employees are awarded commensu- 
rately.” Other organizational incentives such as gain sharing, profit sharing, and em- 
ployee stock ownership plans focus employee efforts on outcomes that benefit both 
themselves and the organization as a whole. The Scanlon Plan, Rucker Plan, and Im- 
proshare, three systems discussed in Chapter 10, have been used by companies such 
as TRW, Weyerhaeuser, and Whole Foods to elicit employee suggestions and reward 
them for contributions to productivity. 

High-performance work systems can also incorporate skill-based pay plans. By 
paying employees based on the number of different job skills they have, organiza- 
tions such as Shell Canada, Nortel Networks, and Honeywell hope to create both 
a broader skill base among employees and a more flexible pool of people to rotate 
among interrelated jobs. Both of these qualities are beneficial in a high-performance 
work environment and may justify the added expense in compensation. Honeywell 
has even experimented with what it calls “intracapital”—a pool of money employ- 
ees can spend on capital improvements if the company meets its profitability goals. 
Lastly, more companies are connecting their firm's corporate responsibility goals with 
their compensation systems. Whole Foods Market, the retailer Marks & Spencer, and 
Tesco, a global grocer and merchandiser, are among the companies that incorporate 
climate change targets into their performance goals. Whole Foods and Tesco's goals 
include community-involvement initiatives as well. 

Recall that in addition to linking pay and performance, high-performance work 
systems are also based on the principle of egalitarianism. To reinforce this principle 
in plants utilizing high-performance work systems, Monsanto, AES, and Honeywell 
recently implemented an all-salaried workforce. The open pay plan, in which every- 
one knows what everyone else makes, is yet another feature of compensation systems 
used to create a more egalitarian environment that encourages employee involvement 
and commitment.!° At Henry Ford Health System each staff member within a busi- 
ness unit—including physicians—get the same incentive reward if the unit's goals are 
met, which in a recent year averaged about $800.!” Likewise, not only are staff mem- 
bers’ and executive bonuses tied to Tesco's corporate social responsibility goals, so is 
the pay for the members of the firm's board of directors,'® 


Management Processes and Leadership 


Organizations such as Motorola, Doubletree Hotels, American Express, and Reebok 
International found that the success of any high-performance work system depends 
on first changing the roles of managers and team leaders. With fewer layers of man- 
agement and a focus on team-based organization, the role of managers and supervi- 
sors is substantially different in an environment of high-performance work systems. 
Managers and supervisors are seen more as coaches, facilitators, and integrators of 
team efforts.’ Rather than autocratically imposing their demands on employees and 
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closely watching to make certain the workers comply, managers in high-performance 
work systems share responsibility for decision making with employees. Typically, the 
term manager is replaced by the term team leader. In a growing number of cases, lead- 
ership is shared among team members. Kodak, for example, rotates team leaders at 
various stages in team development. Alternatively, different individuals can assume 
functional leadership roles when their particular expertise is needed most. 


Supportive Information Technologies 


Communication and information technologies are yet one more piece that has to be 
added to the framework of high-performance work systems. Technologies of various 
kinds create an infrastructure for communicating and sharing information vital to 
business performance. Federal Express, for example, is known for its use of informa- 
tion technology to route packages, Its tracking system helps employees monitor each 
package, communicate with customers, and identify and solve problems quickly. Sally 
Corporation in Jacksonville, Florida, uses information technology to assign employ- 
ees to various project teams. The company specializes in animatronics, the combina- 
tion of wires and latex that is used to make humanoid creatures like those found in 
Disney's Hall of Presidents. Artisans employed by Sally Corporation work on several 
project teams at once. A computerized system developed by the company helps bud- 
get and track the employee time spent on different projects. 

But information technologies need not be so high-tech. The richest communica- 
tion occurs face to face. The important point is that high-performance work systems 
cannot succeed without timely and accurate communications, (Recall the principle of 
shared information.) Typically the information needs to be about business plans and 
goals, unit and corporate operating results, incipient problems and opportunities, and 
competitive threats.”° 


Fitting It All Together 


Each of these practices highlights the individual pieces of a high-performance work 
system. You have learned that certain HR practices are better than others. However, 
recall that in high-performance work systems the pieces are particularly valuable in 
terms of how they help the entire system function as a whole. As we discussed in 
Chapter 2, careful planning helps ensure that the pieces fit together and are linked 
with the overall strategic goals of the organization. This philosophy is reflected at 
Whole Foods Market. The company’s “Whole food, whole people, whole planet” is 
the framework for its high-performance work system, which you will learn about in 
Case Study 2 at the end of this chapter. Figure 16.4 summarizes the internal and ex- 
ternal linkages needed to fit high-performance work systems together. 


Ensuring Internal Fit 


Recall from Chapter 2 that internal fit occurs when all the internal elements of the 
work system complement and reinforce one another. For example, a first-rate selec- 
tion system may be of no use if it is not working in conjunction with a firms training 
and development activities. If a new compensation program elicits and reinforces be- 
haviors that are directly opposed to the goals laid out in the firm's performance plan, 
the two components would be working at cross purposes. 


LEARNING OUTCOME 3 


Have you ever moved 
a piece of furniture in 
your house or dorm 
room and noticed that 
once you did, every- 
thing else needed to 
be moved, too? How 
do you think this 
same principle might 
work when it comes to 
high-performance work 
systems? 


internal fit 


The situation in which all the 
internal elements of the work 
system complement and 
reinforce one another 
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FIGURE 
16 4 Achieving Strategic Fit 
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This is the true nature of systems. Changes in one component affect all of the other 
components. Because the pieces are interdependent, a new compensation system 
could have no effect on an organization's performance if it is implemented on its own. 
Achieving horizontal fit means testing to make certain that all of the HR practices, 
work designs, management processes, and technologies complement one another. 
The synergy achieved through overlapping work and human resources practices is at 
the heart of what makes a high-performance system effective. 


Establishing External Fit 


external fit To achieve external fit, high-performance work systems must support the organiza- 
The situation in which the tions goals and strategies. This begins with an analysis and discussion of competi- 
Loca lat apc te tive challenges, organizational values, and the concerns of employees and results in a 
s j statement of the strategies being pursued by the organization.7! 

Xerox, for example, uses a planning process known as“ Managing for Results,’ which 
begins with a statement of corporate values and priorities. These values and priorities 
are the foundation for establishing three-to-five-year goals for the organization. Each 
business unit establishes annual objectives based on these goals, and the process cas- 
cades down through every level of management. Ultimately, each employee within 
Xerox has a clear “line of sight” to the values and goals of the organization so he or 
she can see how individual effort makes a difference.”” 
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Efforts such as this to achieve vertical fit help focus the design of high-performance 
work systems on a firm's strategic priorities. Objectives such as cost containment, 
quality enhancement, customer service, and speed to market directly influence what 
is expected of employees and the skills they need to be successful. Terms such as 


HIGHLIGHTS IN HRM 


Diagnosing Internal Fit 


In the following chart, please estimate the degree to which the various HR management subsystems work together 
harmoniously or “fit” together. Think of the degree of fit and internal consistency as a continuum from —100 to +100, 
and assign a value in that range to each relationship. Examples of the extremes and midpoints on that continuum are 


as follows: 


—100: The two subsystems work at cross purposes. 
0: The two subsystems have little or no effect on one another. 
+100: Each subsystem is mutually reinforcing and internally consistent. 
DNK: Don’t know or have no opinion. 


HR Recruiting Training Performance Compen- Work Communi- 
Planning and and Management sation Organization cation Performance 
Selection Development and and (e.g., Teams) Systems Measurement 
Appraisal Benefits 
Value 
Cost Creation 
HR planning — =30 0 =20 0 0 0 0 0 
Recruiting and 
selection — 0 =10 =20 30 0 73.0 —40 
Training and 
development — 0 0 0 0 +30 =10 
Performance 
management 
and appraisal — 0 —30 +20 0 20) 
Compensation 
and benefits — —50 0 +40 0 
Work organization 
(e.g., teams) — 0 0 0 
Communication 
systems — 0 0 


HR performance 
measurement 


Source: Brian Becker, Mark Huselid, and Dave Ulrich, The HR Scorecard (Cambridge, MA: Harvard University Press, 2001). 
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HIGHLIGHTS IN HRM 


Testing the Alignment of the HR System 
with HR Deliverables 


Please indicate the degree to which the following elements of the HR system facilitate the HR deliverables shown, on a 
scale of —100 to + 100. Examples of the extremes and midpoints on that continuum are as follows: 


—100: This dimension is counterproductive for enabling this deliverable. 
0: This dimension has little or no effect on this deliverable. 
+100: This dimension significantly enables this deliverable. 
DNK: Don’t know or have no opinion. 


Recruiting Training Management Compensation Work Communi- 
HR and and and and Organization cation 
Planning Selection Development Appraisal Benefits (e.g., Teams) Systems 
Employment stability 0 (0) 0 0 —50 —20 0 
Team-based behaviors 0 0 —30 —20 —40 0 0 
Strategy-focused behaviors 0 0 0 0 +40 0 0 
High-talent staffing level 0 —50 0 —50 0 0 0 


involvement, flexibility, efficiency, problem solving, and teamwork are not just buzzwords. 
They are translated directly from the strategic requirements of today’s organizations. 
High-performance work systems are designed to link employee initiatives to those 
strategies. 


Assessing Strategic Alignment: The HR Scorecard 


In Chapter 2, we introduced the balanced scorecard as a tool that helps managers 
evaluate the link between strategic goals and operational activities. Professors Brian 
Becker, Mark Huselid, and Dave Ulrich have adapted that model to create a HR 
Scorecard that helps managers assess the strategic alignment of their work systems.” 

The HR Scorecard can be used to diagnose internal fit and external fit in a rela- 
tively straightforward way. First, managers diagnose internal fit by assessing whether 
particular HR practices reinforce one another or work at cross purposes (see High- 
lights in HRM 1A). Second, managers assess whether the HR practices significantly 
enable key workforce deliverables such as employment stability and teamwork (see 
Highlights in HRM 1B). Third, the degree of external fit is evaluated by assess- 
ing the degree to which the workforce deliverables are connected with key strategic 
performance drivers (see Highlights in HRM 1C). These three assessments are ex- 
tremely useful not just for deriving measures of internal and external fit of high-per- 
formance work systems, but for engaging a broader set of managers and employees in 
the discussion of how to best implement the system. 

In addition to making sure their HR practices are aligned, companies with dis- 
parate operations often align the HR scorecards of their various divisions. That is 
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1C 


Testing the Alignment of HR Deliverables 


Please indicate the degree to which each HR deliverable in the following chart would currently enable each strategic 
driver, on a scale of - 100 to + 100. Empty cells indicate this is not a key deliverable for a particular driver. Examples 


of the extremes and midpoints on that continuum are as follows: 


—100: This deliverable is counterproductive for enabling this driver. 
0: This deliverable has little or no effect on this driver. 
+100: This deliverable significantly enables this driver. 
DNK: Don’t know or have no opinion. 


HR Deliverable 


Employment 
Stability 

among Senior Team-Based Strategy-Focused High-Talent 
Strategic Performance Drivers R&D Staff Behaviors Performance Staffing Level 
1. Shorten product development times —80 30) F30 
2. Enhance customer focus and responsiveness —20 —20 
3. Enhance productivity —10 =50 —40 
4. Develop and successfully manage joint ventures —10 —50) 


what Borealis, a manufacturer of polyolefin plastics, has done. In addition to an 
overall corporate HR scorecard that supports the company’s corporate strategy, 
Borealis’s foreign HR divisions have created their own scorecards that support 
both the firm's corporate-level HR scorecard and the company’s local business unit 
scorecards. 


Implementing the System 


So far we have talked about the principles, practices, and goals of high-performance 
work systems. Unfortunately, these design issues compose probably less than half of 
the challenges that must be met in ensuring the success of a system. Much of what 
looks good on paper gets messy during implementation. The American Society for 
Training and Development (ASTD) asked managers and consultants to identify the 
critical factors that can make or break a high-performance work system. The respon- 
dents identified the following actions as necessary for success (see Figure 16.5): 


a Make a compelling case for change linked to the company’s business strategy. 
a Ensure that change is “owned” by senior and line managers. 


a Allocate sufficient resources and support for the change effort. 


LEARNING OUTCOME 4 


What obstacles do you 
think managers might 
face when implement- 
ing a high-performance 
work system? 
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FIGURE 
16 5 Implementing High-Performance Work Systems 


Build a 
case for Communicate 
change 


Involve 
union 


Evaluation 


© Cengage Learning 2013 


= Ensure early and broad communication of the effort. 
= Ensure that teams are implemented in a systemic way. 


a Establish methods for measuring the results of the change. 


a Ensure continuity of leadership and appoint “champions” of the initiative.” 


Many of these recommendations are applicable to almost any change initia- 
tive, but they are especially important for broad-based change efforts that char- 
acterize high-performance work systems. Some of the most critical issues are 
discussed next. 


Building a Business Case for Change 


Change can be threatening because it asks people to abandon the old ways of do- 
ing things and accept new approaches that, to them at least, are untested. Managers 
have to build a case that the changes are needed for the success of the organization. 
This can be more readily accomplished if a member of top management plays the 
role of sponsor, or champion, and spends a substantial portion of his or her time 
in that role communicating with employees about the reasons and approaches 
to change. 

The champion and top managers then need to work closely with middle manag- 
ers to make the change happen. According to research by Dr. Ethan Mollick at the 
Wharton School at the University of Pennsylvania, because middle managers operate 
in the trenches of an organization amid both its people and processes, they can have a 
big impact on a firm's performance and how fast changes take place.” 

Nonetheless, major transformations should not be shouldered by middle managers 
alone. Rather, the CEO and the senior management team need to establish the con- 
text for change and communicate the vision more broadly to the entire organization. 
For example, executives at Harley-Davidson tried to institute employee involvement 
groups without first demonstrating their own personal commitment to the program. 
Not surprisingly, employees were apathetic and in some cases referred to the pro- 
posed changes as just “another fine program” put in place by the personnel depart- 
ment. Harley-Davidson executives learned the hard way that commitment from the 
top is essential in order to establish mutual trust between employees and managers. 
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Similarly, the CEO of a business consulting company was adamant that his twenty- 
four vice presidents understand a new initiative and give a short speech at an intro- 
ductory session. On the day of the program's launch, however, the CEO himself did 
not show up. The message to the vice presidents was clear. The CEO did not think 
the change was important enough to become an active participant. Not surprisingly, 
the change was never implemented.”° 

One of the best ways to communicate business needs is to show employees where the 
business is today—its current performance and capabilities. Then show them where the 
organization needs to be in the future. The gap between today and the future represents a 
starting point for discussion. When executives at TRW wanted to make a case for change 
to high-performance work systems, they used employee attitude surveys and data on 
turnover costs. The data provided enough ammunition to get conversation going about 
needed changes and sparked some suggestions about how they could be implemented. 


Establishing a Communications Plan 


While we have emphasized the importance of executive commitment, top-down 
communication is not enough. Two-way communication not only can result in bet- 
ter decisions, it may help to diminish the fears and concerns of employees when 
facing changes. For example, prior to being purchased by a competitor, Solectron 
Corporation, a winner of the Baldrige National Quality Award, tried to implement 
high-performance work systems to capitalize on the knowledge and experience of its 
employees. A pilot program showed immediate gains in productivity of almost 20 
percent after the switch to self-managed teams and team-based compensation. Al- 
though Solectron’s rapid growth of more than 50 percent per year made it unlikely 
that middle managers would be laid off, the loss of control to empowered teams made 
many of them reluctant to implement a high-performance work system. 


Sharing information, 
at all levels, during 
implementation 

and after a high- 
performance system is 
in place is the key to 
its success. 


Dennis MacDonald/Alamy 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


PART 6 Expanding Human Resources Management Horizons 


If the managers had participated in discussions about operational and 
financial aspects of the business, they might not have felt so threatened by 
the change. Open exchange and communication at an early stage pay off 
later as the system unfolds. Ongoing dialogue at all levels helps reaffirm 
commitment, answer questions that come up, and identify areas for im- 
provement throughout implementation. Recall that one of the principles 
of high-performance work systems is sharing information. This principle 
is instrumental to success both during implementation and once the sys- 
tem is in place. 


Using the INTERNET 


Involving Unions 


Some research studies have found that unions can be a barrier to high-performance 
work systems, perhaps because unions are concerned that the efficiencies achieved 
might be so great that workers can be eliminated.”” However, as we mentioned in 
Chapter 14, autocratic styles of management and confrontational approaches to labor 
negotiations are giving way to more enlightened approaches that promote coopera- 
tion and collaboration, This is especially true given globalization and other economic 
pressures. Unless better, more competitive ways can be found to operate, not only 
are union and non-union jobs at risk, so are the survival of the firms that employ 
them. Thus, it makes good sense to involve union members early and to keep them 
as close partners in the design and implementation process, Figure 16.6 shows how 
to “build a bridge” toward a cooperative relationship with unions in implementing 
high-performance work systems.”® 


FIGURE 
16 6 Building Cooperation with Unions 


Values Interests Goals 


e Cultivate mutual gains 

e Establish formal commitment 
e Foster support of constituents 
e Adhere to procedures 


MANAGERS 


Source: The Conference Board of Canada. 
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Cultivating Mutual Gains 

To establish an alliance, managers and labor representatives should try to create “win- 
win’ situations, in which all parties gain from the implementation of high-performance 
work systems and openly communicate what the changes entail for each group and 
the firm as a whole. Organizations such as Shell and Novartis have found that “in- 
terest-based” (win-win) negotiation rather than positional bargaining leads to better 
relationships and outcomes with union representatives, Trust is a fragile component 
of an alliance and is reflected in the degree to which parties are comfortable shar- 
ing information and decision-making responsibilities. MTS, a telecommunications 
company based in the Canadian province of Manitoba, has involved union members 
in decisions about work practices, and because of this, company managers have been 
able to build mutual trust and respect with the union. This relationship has matured 
to a point at which union and company managers now design, select, and implement 
new technologies together. By working hard to develop trust up front, in either a 
union or a nonunion setting, it is more likely that each group will understand how 
high-performance work systems will benefit everyone. The organization will be more 
competitive, employees will have a higher quality of work life, and unions will have a 
stronger role in terms of representing employees.” 


Formalizing the Commitment 

Most labor-management alliances are made legitimate through some tangible symbol 
of commitment. This might include a policy document that spells out the union's in- 
volvement, letters of understanding, clauses in a collective bargaining agreement, or 
the establishment of joint forums with explicit mandates, MacMillan Bloedel, a Cana- 
dian wood products company now owned by Weyerhaeuser, formed a joint operations 
committee of senior management and labor representatives to routinely discuss a wide 
range of operational issues related to high-performance work systems. These types 
of formal commitments, with investments of tangible resources, serve two purposes: 
(1) They are an outward sign of the commitment of managers and (2) they institu- 
tionalize the initiative so that it keeps going even if key project champions leave.*° 


Gaining the Support of Other Key Groups 

In addition to union leaders, it is critical for the firm to gain the support of other key 
groups. Leaders must ensure that understanding and support are solid at all levels, 
not just among those in the executive suite. To achieve this commitment, some or- 
ganizations have decentralized the labor relations function, giving responsibility to 
local line managers and human resources generalists, to make certain that they are 
accountable and are committed to nurturing a high-performance work environment. 
Nortel Networks, for example, formally transferred accountability for labor relations 
to its plant managers through its collective bargaining agreement. Giving line manag- 
ers responsibility for employee relations helps them establish a direct working rela- 
tionship with the union. 

Similarly, multinational firms need to gain the support of their key groups abroad. 
For example, Celestica, Inc., a Canadian-based provider of electronics manufacturing 
services and products started out as a single, wholly owned subsidiary of IBM. Today, 
however, the spin-off company has dozens of electronics manufacturing and design 
centers around the world. Being sensitive to different cultures and their ways of doing 
business as well as building relationships with them has been critical to the success of 
Celestica’s high-performance work system. 
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Adhering to Procedures 

Once processes, agreements, and ground rules are established, they are vital to the 
integrity of the relationship, As Ruth Wright, manager of the Council for Senior 
Human Resource Executives, puts it, “Procedure is the ‘rug’ on which alliances 
stand, Pull it out by making a unilateral management determination or otherwise 
changing the rules of the game, and the initiative will falter. Procedure keeps the 
parties focused, and it is an effective means of ensuring that democracy and fairness 
prevail”?! 

In most cases, a “homegrown” process developed by a firm's managers and employ- 
ees works better than one that is adopted from elsewhere. Each organization has 
unique circumstances, and parties are more likely to commit to procedures they cre- 
ate and own. But this can give a firm a competitive advantage because homegrown, or 
unique, processes are harder for competitors to imitate. 


Navigating the Transition to High-Performance 
Work Systems 


Building and fostering high-performance work systems is an ongoing activity. Per- 
haps the job is never fully completed. As with any change activity, there will be mis- 
steps during the system's implementation for any number of reasons. For example, 
in already existing organizations, the pieces of the system often have to be changed 
incrementally rather than as a total program. Xerox Corporation found that when 
it implemented teams without also changing the compensation system to support 
teamwork, it got caught in a bad transition. The teams actually showed poorer per- 
formance than did employees working in settings that supported their individual con- 
tributions, Xerox's executives concluded that they needed to change the entire system 
at once because piecemeal changes were actually detrimental. 

The other mistake organizations often make is to focus on either top-down 
changes driven by executives or bottom-up changes cultivated by the employees. In 
reality, firms such as Champion International, now a part of International Paper, and 
ASDA, a low-cost British retailer, are among the many companies that have found 
that the best results occur when managers and employees work together. The top- 
down approach communicates manager support and clarity, while the bottom-up ap- 
proach ensures employees accept and are committed to the approach.*” 


Building a Transition Structure 

Different organizations implement high-performance work systems in different ways. 
In start-up firms, managers have the advantage of being able to put everything in 
place at once. However, when organizations have to be retrofitted, the process can be 
a bit more cumbersome. For example, when Honeywell switched to high-performance 
work systems in its plant in Chandler, Arizona, employees attended training pro- 
grams and participated in the redesign of their jobs while the plant was shut 
down to be reequipped with new technology. When the new plant was reopened, 
self-managing teams were put in place, and a new pay system was implemented for 
the high-performance workforce.*? 

Not every organization has the luxury of suspending operations while changes are 
put in place, Nevertheless, establishing an implementation plan that provides a time- 
table and process for mapping key business processes, redesigning the work flow, and 
training employees can keep the effort from bogging down. 
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Incorporating the HR Function as a Valuable Partner 

Although line managers typically own the responsibility for implementing high- 
performing work systems, a firms HR department can be an invaluable partner be- 
cause the group is the key enabler of a company’s human capital. As we explained in 
Chapter 2, global competition in many industries has led to the commoditization of 
products based on price, making talent the “great differentiator” among firms. Thus, 
the recruiting, evaluation, and reward systems devised by HR groups can have a huge 
impact on how well high-performance work systems are implemented. In addition, 
when high-performance work systems are used in their firms, managers perceive their 
HR departments as having more strategic value.** 

Because change is difficult, HR managers are in a good position to help employees in 
transition handle what they are going through. When the“old ways” of doing things are 
abandoned, many experienced employees begin to feel like “beginners” again on the job. 
This can be stressful and sometimes polarizes employees. As a coping mechanism, many 
are likely to fall back on older routines, Texas Instruments created its High Performance 
Organization Development unit to facilitate the transition to a high-performance 
work system. Other organizations such as Merck, Ford, and Deutsche Bank have 
also developed special HR units to manage organizational change. Unilever created 
a transition team of senior line and HR managers to oversee the implementation of 
high-performance teams and develop an implementation road map.” 


Evaluating and Sustaining the Success of the System 


Once high-performance work systems are in place, they need to be monitored and 

evaluated over time. Several aspects of the review process should be addressed. First, 

there should be a process audit to determine whether the system has been imple- process audit 
mented as it was designed and whether the principles of high-performance work sys- Determining whether the 


tems are being reinforced, Questions such as the following might be included in the high-performance work 
audit: system has been imple- 


mented as designed 
a Are employees actually working together, or is the term “team” just a label? 


= Are employees getting the information they need to make empowered decisions, 
and are they engaged? 


= Are training programs developing the knowledge and skills employees need? 
= Are employees being rewarded for good performance and useful suggestions? 


= Are employees treated fairly so that power differences are minimal? 


Second, the evaluation process should focus on the goals of high-performance work 
systems. To determine whether the program is succeeding, managers should look at 
issues such as the following: 


= Are the behaviors the organization desires being exhibited on the job? 
a Are quality, productivity, flexibility, and customer service objectives being met? 
a Are quality-of-life goals being achieved for employees? 


a Is the organization more competitive than in the past? 


Implementing an HPWS is one thing. Sustaining it is another, Even though 
an HPWS can increase employee satisfaction and engagement, because the work 
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teams in such a system are performing at their peak, burnout can be an issue. For 
example, employees of Facebook are the youngest and most satisfied of workers 
in big U.S. tech firms, but a recent survey found they are also the most stressed 
out.*° (Will the social media behemoth eventually crash and burn as a result?) If 
there are not enough staff members to manage the volume of work, stress is almost 
guaranteed, 

Employee poaching by competitors can be an issue, too, Motorola's Indian di- 
vision discovered this firsthand. The division strategically recruited its employees 
and put together a high-performance work system, thereby capturing a significant 
amount of India’s mobile device business. Later the division discovered that its em- 
ployees were being hotly sought after by other companies such as Nokia. Conse- 
quently, Motorola had to look for new ways to retain and motivate the division's 
workforce. 

Finally, high-performance work systems should be periodically evaluated in terms 
of new organizational priorities and initiatives. Because high-performance work 
systems are built on key business processes that deliver value to customers, as these 
processes and customer relationships change, so too should the work system. The 
advantage of high-performance work systems is that they are flexible and, therefore, 
more easily adapted. When change occurs, it should be guided by a clear understand- 
ing of the business needs and exhibit a close alignment with strategy. 


Small Business Application ulil 


Are Your Employees Engaged, or Do You Need an HPWS? 
Companies with disengaged workforces suffer from problems that do not seem to get better, including excessive em- 
ployee turnover, lower productivity, and profits. When employees are engaged, however, the results can be much dif- 
ferent. A recent Gallup study reported that firms with top engagement scores had 18 percent higher productivity and 
16 percent higher profitability. According to a study by the Corporate Executive Board, engaged employees outperform 
average employees by 20 percent, and are 87 percent less likely to leave their organizations than highly disengaged 
employees. In a small business, because there simply is not enough margin for error when it comes to performance in 
today’s highly competitive environment, engagement can have an even bigger impact. 

As a small business owner how do you know if your employees are engaged or not? One way would be to survey 
them. Gallup has come up with a 12-question survey designed to gauge employee engagement that includes: 


Do you have the materials and equipment you need to do your work right? 

At work, do you have the opportunity to do what you do best every day? 

In the last seven days, have you received recognition or praise for doing good work? 

Does your supervisor, or someone at work, seem to care about you as a person? 

Is there someone at work who encourages your development? 

At work, do your opinions seem to count? 

Barb Taylor Krantz, the author of HR Professionals, Leadership, Personal Growth has a better idea about how to 
measure engagement: Why not just talk to your employees? There is no way a CEO of a large company could talk to all 
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Small Business Application ulil 


Are Your Employees Engaged, or Do You Need an HPWS? 
(Continued) 


of a firm’s employees. Small businesspeople have that luxury. Do not do it during a performance evaluation, but during 
a relaxed and casual conversation, Clough suggests. Ask employees to talk about why they work for your organization, 
what motivates them to achieve, and what success on the job looks like. Which aspects of their jobs are most satisfy- 
ing, and how could they contribute more in those areas? What challenging goals can they set for their own develop- 
ment? If they cannot answer these questions, chances are good that they are not engaged. 

So how can you increase the engagement of employees other than by asking them to work harder than they 
already are? Simply looking for a quick-fix to engagement is not likely to be a solution because engagement is a 
measurement. “People who think their holy grail is increasing their employee engagement score are sorely mistaken,” 
says HR blogger Gautam Ghosh. “For world-class companies like Southwest Airlines, employee engagement is a way of 
life that’s taken them years to build into their cultures. It’s not a strategy or program to them. It’s just part of their 
corporate DNA.” 

Thus, what you may need to do as a small business owner is look at the culture of your firm, rethink how you 
operate, and implement the concepts in this chapter. In addition to the suggestions in this chapter, two good publica- 
tions that can help a small business person implement an HPWS are The HR Scorecard: Linking People, Strategy, and Per- 
formance by Dave Ulrich, Mark A Huselid, and Brian E. Becker, and The Power of Full Engagement: Managing Energy, Not 
Time, Is the Key to High Performance and Personal Renewal by Jim Loehr and Tony Schwartz. Research has shown that 
high-performance work systems can successfully be used by small- and medium-sized organizations as well large ones. 


Sources: Barb Krantz Taylor, “Are Employees Going Above and Beyond?” The Bailey Group (July 10, 2009) http://www.thebaileygroup.com; “The 
Backlash against Employee Engagement,” Rise Smart (April 2, 2010); http://www.risesmart.com. 


Outcomes of High-Performance 
Work Systems 


Organizations achieve a wide variety of outcomes from high-performance work sys- 
tems and effective human resources management. We have categorized these out- 
comes in terms of either employee concerns such as quality-of-work-life issues and 
job security or competitive challenges such as the firm's performance, productivity, and 
profitability. Throughout the text, we have emphasized that the best organizations 
find ways to achieve a balance between these two sets of outcomes and pursue activi- 
ties that improve both. 


As an employee, how 
do you think a high- 
performance work 
system might benefit 
you personally? What 
drawbacks might you 
experience because of 
Employee Outcomes and Quality of Work Life such a system? 
Properly implemented, managed, and monitored, high-performance work systems 

offer employees a myriad of potential benefits. In high-performing workplaces, 
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employees have greater latitude to decide how to achieve their goals. Because the 
systems emphasize learning, people can take more risks, generate new ideas, and 
make mistakes, which in turn can actually lead to new products, services, and mar- 
kets. As Richard Carlton, a former executive of 3M, put it, “You can't stumble if 
you're not in motion.’*’” Because employees are more informed and empowered, 
they are likely to feel that they have a fuller role to play in the organization and 
that their opinions and expertise are valued more. As a result, they are likely to 
be more satisfied and find that their needs for career growth are being met. With 
higher skills and greater potential for contribution, they are likely to have more job 
security as well as be more marketable to other organizations, as employees in Mo- 
torola’s Indian division discovered. 

Conversely, when employees are underutilized, the performance of an organization 
suffers, and employees develop poor work attitudes and habits. Some years ago, the 
British Land Rover Company, a manufacturer of four-wheel-drive vehicles, found it- 
self saddled with a notorious reputation for poor quality and productivity. Then it 
underwent a fundamental transformation. The company instituted extensive training 
(including giving every employee a personal training fund to be used on any subject), 
implemented more team-based production methods, reduced the number of sepa- 
rate job classifications, developed more cooperative relations with organized labor, 
and began a total quality program. As a result of these changes, productivity, qual- 
ity, and the company’s sales soared. However, despite massive evidence documenting 
the effectiveness of the new system, BMW, which later bought the company, began 
to dictate changes after taking over Land Rover—changes that ultimately undid its 
transformation.?® 


Organizational Outcomes and Competitive Advantage 


Several organizational outcomes also result from using high-performance work 
systems. These include higher productivity, lower costs, better responsiveness to cus- 
tomers, greater flexibility, and higher profitability. Highlights in HRM 2 provides a 
sample of the success stories that companies have shared about their use of high- 
performance work systems. Benchmarks such as these are not enough. Recall that in 
Chapter 2 we said that organizations can create a sustainable competitive advantage 
through people if they focus on four criteria. They must develop competencies in 
their employees that have the following qualities: 


a Valuable: High-performance work systems increase value by establishing ways 
to increase efficiency, decrease costs, improve processes, and provide something 
unique to customers. 


= Rare: High-performance work systems help organizations develop and harness 
skills, knowledge, and abilities that are not equally available to all organizations. 


= Difficult to imitate: High-performance work systems are designed around team processes 
and capabilities that cannot be transported, duplicated, or copied by rival firms. 


a Organized: High-performance work systems combine the talents of employees and 
rapidly deploy them in new assignments with maximum flexibility.? 


These criteria clearly show how high-performance work systems, in particular, and 
human resources management, in general, are instrumental in achieving competitive 


advantage through people. 
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High-performance 
work systems benefit | 
employees by keeping | 
them involved and 

informed, while | 
giving organizations a | 
competitive edge. 


AVAVAVShutterstock.com 


HIGHLIGHTS IN HRM 


The Impact of High-Performance 
Work Systems 


e Ames Corporation, a New Jersey-based manufacturer of rubber products and office machine components, experi- 
enced a 48 percent increase in productivity and five straight years of revenue growth. 

e Sales at Connor Manufacturing Services, a San Francisco firm, grew by 21 percent, while new orders rose 34 percent 
and the company’s profit on operations increased 21 percent to a record level. 

e Over a seven-year period, Graniterock, a construction material and mining company in Watsonville, California, ex- 
perienced an 88 percent increase in market share, its standard for on-time delivery grew from 68 to 95 percent, and 
revenue per employee was 30 percent above the national average. 

e At One Valley Bank of Clarksburg, West Virginia, employee turnover dropped by 48 percent, productivity increased 
by 24 percent, return on equity grew 72 percent, and profits jumped by 109 percent in three years. 

e The Tennessee Eastman Division of the Eastman Chemical Company experienced an increase in productivity of nearly 
70 percent, and 75 percent of its customers ranked it as the top chemical company in customer satisfaction. 

e A study by John Paul MacDuffie of sixty-two automobile plants showed that those implementing high-performance 
work systems had 47 percent better quality and 43 percent better productivity. 

e A study by Jeff Arthur of thirty steel minimills showed a 34 percent increase in productivity, 63 percent less scrap, 
and 57 percent less turnover. 

e A study by Mark Huselid of 962 firms in multiple industries showed that high-performance work systems resulted in 
an annual increase in profits of more than $3,800 per employee. 


Source: Martha A. Gephart and Mark E. Van Buren, “The Power of High Performance Work Systems,” Training & Development 50, no. 10 (October 
1996): 21-36. 
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However, for all their potential, implementing high-performance work systems is 
not an easy task. The systems are complex and require a good deal of close partner- 
ing among executives, line managers, HR professionals, union representatives, and 
employees. Ironically, this very complexity can lead to a competitive advantage. Be- 
cause high-performance work systems are difficult to implement, successful organi- 
zations are difficult to copy. The ability to integrate business and employee concerns 
is indeed rare, and doing it in a way that adds value to customers is especially note- 
worthy. Organizations such as Google and Southwest Airlines have been able to do 
it, and as a result they enjoy a competitive advantage. 


High-performance work sys- 
tems are specific combinations of HR practices, 
work structures, and processes that maximize the 
knowledge, skills, commitment, and flexibility of em- 
ployees. The systems are TQM oriented and based 
on the principles of shared information, knowledge 
development, performance-reward linkages, and 
egalitarianism and employee engagement. 


High-performance work sys- 
tems are composed of several interrelated compo- 
nents. Team members are carefully selected and 
undergo extensive training, including cross training, 
and often share leadership duties. Typically, the sys- 
tem begins with designing empowered work teams 
to carry out key business processes. Integrated in- 
formation technology systems can help ensure that 
employees have the information they need to make 
timely and productive decisions. To align the inter- 
ests of employees with those of the organization, the 
reward systems associated with high-performance 
work systems are performance-based, and often in- 
clude group and organizational incentive pay and 
sometimes skill-based pay. 


ee The pieces of the system are 


important only in terms of how they help the en- 
tire system function. When all the pieces support 
and complement one another, high-performance 
work systems achieve internal fit. When the sys- 
tem is aligned with the competitive priorities of 
the organization as a whole, it achieves external fit 
as well, 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


Implementing high-perfor- 
mance work systems within existing organizations 
often has to be done in stages. The implementation 
is much more likely to go smoothly if a business 
case is first made for the HPWS and fully com- 
municated to employees. The support of the firm's 
top and middle managers is critical, and so too is the 
support of union representatives and the company’s 
other key groups and divisions. Because firms to- 
day gain a competitive advantage primarily from the 
capabilities of their talent, a company’s HR depart- 
ment can be an invaluable partner when it comes 
to implementing a HPWS. HR personnel can also 
help establish a transition structure to shepherd the 
implementation through its various stages and reas- 
sure employees they will be successful working in the 
new system. Once the system is in place, it should be 
evaluated in terms of its processes, outcomes, sus- 
tainability, and ongoing fit with strategic objectives 
of the organization. 


Se Progressive organizations 


of all sizes have successfully implemented high- 
performance work systems. When implemented 
effectively, high-performance work systems benefit 
both employees and their organizations, Employees 
become more engaged and empowered to make deci- 
sions, experience greater career growth and satisfac- 
tion, and become more valuable contributors to their 
firms. Organizations benefit from higher produc- 
tivity, quality, flexibility, and customer satisfaction. 
These features together can provide a company with 
a sustainable competitive advantage. 
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high-performance work system internal fit 


(HPWS) external fit 


Discussion Questions € 


eS Do you think the four princi- 


ples of high involvement provide an adequate con- 
text for designing high-performance work systems? 
What other concerns or guidelines for developing 
high-performance work systems would you suggest? 


ee In many cases, organizations 


use teams as a part of their high-performance work 
systems. Could a high performance work system be 
useful in an organization that does not use teams? 
What special concerns might have to be addressed? 


Although achieving both in- 


ternal and external fit are important with regard to 


On the Job: Video Cases 


Fruit Guys: A Sweet Way to Deal 
with Stakeholders 


Fruit Guys’ chief executive officer (CEO) and 
founder, an operational manager, and a supplier 
(organic farm owner) discuss the philosophy and 
specific practices and models that Fruit Guys 
use in their dealings with employees, customers, 
and suppliers. The company is concerned about 
being compassionate and thoughtful more than 
just ways to increase sales, The importance of 
not only having healthy and quality products but 
also using a new business model that treats cus- 
tomers, employees, and suppliers with respect is 
emphasized. 


process audit 


high-performance work systems, which do you con- 
sider more critical and why? 


This chapter emphasizes the 
processes required to implement high-performance 
work systems. What are the most critical steps to 
successful implementation? 


How do you think employee- 
related outcomes and organizational outcomes 
are related to one another? Is it possible to achieve 
one set of outcomes without the other? Why or 
why not? 


What to Watch for and Ask Yourself 


= The CEO states that HR is more than staffing; 
it is about creating cultures. How does the 
integration of HR with the organizational culture 
contribute to the success of Fruit Guys? Describe 
the social responsibility dimensions of Fruit 
Guys that are discussed in the video, What are 
the implications for HR? 


a What do you think will be the most important 
challenges for HR at Fruit Guys in the next five 
years? 


= Fruit Guys has a very small HR staff. What 
are some special issues of HR in smaller 
organizations? 
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HRM EXPERIENCE 


Assessing the Strategic Fit of High-Performance 
Work Systems 


High-performance work systems (HPWSs) are potentially powerful tools. However, ensuring that all of the HR practices 
support one another—and the principles underlying the HPWS—is not always easy. At times, certain HR practices 
might support the HPWS while others actually may work against the system’s principles. This can result in failure. It 
takes only one misaligned practice to crash the whole system. Recall that the HPWS principles include the following: 


e Egalitarianism and engagement e Knowledge development 
e Shared information e  Performance-reward linkage 
Assignment 


The following figure lists the main HR practices used at Egan Clothiers, Ltd. Working in teams of four to six, assess the 

extent to which you believe each HR practice supports (or works against) each of the HPWS principles. 

1. For each cell in the matrix, insert a number indicating the extent to which you believe the HR practice supports 
the principle or is counterproductive. The scale runs from -5 (strongly counterproductive) to 5 (very supportive). 
Zero indicates neither support nor detriment. 

2. When you are done filling in each cell, add the numbers across each row to determine how supportive each HR practice is of 
all of the principles. Which HR practice is most supportive of the HPWS principles? Which HR practice is of most concern? 

3. Add each column to see how the overall set of HR practices supports each principle. Which principle is most 
strongly supported? Which principle is the biggest concern? 

4. Add the rows and/or columns to see how well the HPWS is supported overall. What changes would you recommend 
to improve the system? 


Note: This figure corresponds to the integrative case on Egan Clothiers, Ltd., in the back of the text. The exercise can 
be used in conjunction with the case, or you may simply refer to the case as background reading. 


EGAN CLOTHIERS, LTD. 


HPWS PRINCIPLES 
Shared Knowledge Performance- 
Egalitarianism Information Development Reward Linkage 
STRUCTURE a P i 
e Cross-functional team Row 1 
e Department rotation Row 2 
STAFFING 
e Select for experience 
n° Promote from within 
lw 
O TRAINING 
Fe Retail selling skills 
2 e Customer service 
a 
ao REWARDS 
OE e° Results appraisal 
I ¢ Forced distribution 
e Individual incentives 
TECHNOLOGY 
e HR Info System 
e Post performance 
SCORING KEY Column 1 Column 2 Column 3 Column 4 TOTAL 


5 = strongly supports the principle 
0 = neutral 
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High turnover and so-so customer service characterizes much of the hospitality in- MGM Grand 
dustry, but not at Las Vegas MGM Grand Hotel. The property has one of the lowest Hotel 
turnover rates in Las Vegas and has outperformed nearly all of its competitors. In the 
course of three years, profits at the hotel doubled and revenues increased from $700 
million to $1.2 billion. 

It doesn’t hurt that the MGM Grand underwent a massive renovation a few years 
ago and brought in top acts such as Cirque du Soleil. But if you ask the hotel's CEO 
Gamal Aziz why MGM is different, he will tell you it is because of the company’s 
10,000 employees and how engaged they are. “Employees are willing to give their all 
when they are well-treated and appreciated. Imagine taking 10,000 employees, and 
each and every one of them wanting to give more. That's really the difference between 
[us and] a company that has its employees just punching the clock and trying to get 
through the day,’ says Aziz. 

But this scenario wasn't always the case. When Aziz took the helm of the MGM 
Grand in 2001, its customer service numbers were not good, The lights were on at the 
strip, but at MGM, employees were in the dark: An employee survey showed that work- 
ers received very little communication from their managers. If important guests were 
staying at the hotel, workers had no clue. Many times, they did not know what conven- 
tions were being held at the hotel and how or what to offer these guests. Not surpris- 
ingly, it was hard to provide customers a high level of service and earn their loyalty. 

Aziz changed that. At the start of every shift, he instituted short meetings to let 
the staff know what's happening in the hotel each day. He also expanded MGM 
Grand University, the company’s managerial training program, and involved em- 
ployees in decisions about its offerings. Another thing that has changed is that 
the company now goes out of its way to recognize employees who do a great job. 
The hotel’s award-winning recognition programs include employee-of-the month 
luncheons, recognition posters, a“star of the month” board, coffee chats with em- 
ployees, mandatory employee recognition training, appreciation dinners for top 
performers hosted by Aziz, and plain old pats on the back. Before new recogni- 
tion programs are instituted, the company seeks feedback from previous employee 
recognition “champions” and focus groups to ensure that they are aligned with the 
company’s core business goals. 

Today, more than 90 percent of MGM Grand employees say they are satisfied with 
their jobs, and 89 percent say their work has special meaning.“ Having happy, moti- 
vated employees is one of the great differentiators that makes us great in our indus- 
try,’ says John Shigley, who was recently named the company’s chief operating officer. 
Translation: Happy employees = happy customers. 

Of course, the most recent recession followed by high unemployment made everyone 
on the strip a little less happy as hotel bookings in Las Vegas dropped across the board. 
As a result, Aziz has had to cut spending on some of the hotel's recognition programs, 
But he did not do so before sharing with employees the challenges the hotel faces and 
vowing not move away from commitment to employees. “Employee engagement in times 
of difficulties and severe economic climate is far more profoundly important,’ he says. 

Jim Harter, the chief scientist for Gallup’s workplace management practice arm, 
agrees with Aziz. Harter argues that employee engagement is actually important in 
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a bad economy because it makes employees resilient, which helps them get through 
tough times. Resilient employees have the flexibility to bounce back from bad news 
and immediately focus on ways to improve the business. 

Despite the challenges, MGM employees are willing to give their all and then some, 
says Aziz.“ We will survive. Once we get through this, the employees will be the ones 
who have gotten us through.’ 


Questions 


1, Identify the ways in which the MGM Grand Hotel engages its employees. 
2. What HR aspects of the hotel resemble high-performance work systems? 
3. What role does information sharing plays in supporting its efforts? 


Sources: Nannette Byrnes,’ The Issue: Maintaining Employee Engagement,’ Business Week (January 16,2009), 
hetp://www.businessweek.com; Denise L. White,“Employee Recognition in Hospitality Industry: A Fresh 
Look,’ Diversity in Hospitality.com (January 2008), http:// www.diversityinHospitality.com; Michael Bungay, 
“Gamal Aziz President and CEO of MGM Mirage Hospitality,’ Great Work Interviews (September 10,2010); 
hetp://www.greatworkinterviews.com; Stephen J. Gill,“Employee Engagement in a Recession,” The Perfor- 
mance Improvement Blog (January 21, 2009), http://stephenjgill.typepad.com. 


Whole Foods In this chapter we talked about how hierarchical, command-and-control type of or- 

Market ganizational structures are giving way to high performing work systems—systems 
characterized by egalitarianism, knowledge and information sharing, employee em- 
powerment, and reward and performance linkages. Such a system pretty well sums 
up Whole Foods Market, the world’s leading natural and organic foods grocer. 
Whole Foods started out in 1980 with one small store in Austin, Texas. Today it em- 
ploys 54,000 employees in more than 300 stores in North America and the United 
Kingdom. And despite having higher product prices than most of its competitors, 
during the recession, following a downward dip, the company managed to emerge 
with higher sales and strong profits. How has Whole Foods done it? 

For one, as the company expanded, Whole Foods adopted many of the success- 
ful practices of the companies it bought—especially those of Boston-based Bread & 
Circus, renowned for its fresh produce, meat, and seafood.“ Whole Foods has been 
very smart about their expansion program, taking time to digest acquisitions before 
moving on to the next one,” says Darrell Rigby, a retail consultant. Second, the com- 
pany has stayed true to its vision. It works to ensure that all of its efforts and prac- 
tices are externally and internally aligned with the following three principles: Whole 
Foods, Whole People, and Whole Planet. 

The“Whole Foods” principles relates to the company’s mission to provide customers 
the highest quality, least processed, most flavorful and natural foods possible.“ Whole 
planet” relates to the company’s endeavors to protect the environment and nurture the 
communities in which it operates. For example, in addition to participating in a multi- 
tude of green initiatives, at least 5 percent of annual profits go to local charities. 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 


Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


CHAPTER 16 Creating High-Performance Work Systems 729 


The company’s “whole people” principle is arguably a huge part of its success. Whole 
Foods’ website points out that the grocer’s employees are the company: 


Our success is dependent upon the collective energy and intelligence of all our Team 
Members. In addition to receiving fair wages and benefits, belief in the value of our 
work and finding fulfillment from our jobs is a key reason we are part of Whole Foods 
Market. 


The key word? Team. Whole Food isn't “run” by executives and store managers but 
by in-store teams. Each team is responsible for one area of the store, such as baked 
goods, meat, poultry, and so forth, and is empowered to make product, pricing, and 
staffing decisions. This high degree of decentralization allows the stores to better tai- 
lor their offerings and services to meet the needs of the communities, which helps 
them be more competitive. 

The decentralized approach begins on the front end with hiring. As Whole Foods 
grew, it found that centralized, online recruiting left local stores awash with resumes 
but not much knowledge of applicants. Applicants can still submit resumes online, 
but now each store has its own human resources department that aids in hiring and 
recruiting and in-store kiosks where applicants can apply. 

Many interviews at Whole Foods Market are conducted by teams of employees 
who look for applicants who share the “whole food, whole people, whole planet” vi- 
sion. Once an applicant is hired, he or she is assigned to one of the store's teams for a 
trial period, after which the team members vote to determine if the person deserves 
a full-time spot on the team. Think of it in terms of the TV show Survivor, but in 
reverse in that newcomers have to be voted onto the island, or team. The same proces- 
sis used at the corporate level for employees who want to join the firms marketing, 
human resources, finance, and IT departments. 

The voting is not done for entertainment or team-building purposes, though. It’s 
crucial because it affects workers’ paychecks. The teams are treated as separate profit 
centers and rewarded with monthly bonuses if their profits exceed a certain level. 
Consequently, nobody wants to vote in a slacker. (Talk about peer pressure.) Not 
surprisingly, the company does not have to do a lot of monitoring of its employees. 
They do it themselves. “We don't have lots of rules handed down from headquarters 
in Austin,” John Mackey, the founder of the company and its CEO, has said. “Peer 
pressure enlists loyalty in ways that bureaucracy doesn't.’ 

Speaking of bureaucracy, Mackey has also been quoted as saying that Whole Foods 
is a “social system’ and not a“hierarchy.’ He wasn't kidding. In many companies CEOs 
earn literally hundreds of times what the average worker does. Not at Whole Foods. 
Mackey’s salary and those of other executives are capped at 14 times the average an- 
nual salary of a full-time employee. If he and other executives want a raise, they have 
to increase what employees are paid. Employees also vote on all company-wide initia- 
tives, and full-timers get 100 percent of their health care costs paid for—under plans 
the employees have selected. And unlike most firms, employees own about 95 percent 
of the company’s stock options. 

Invariably, Whole Foods lands on Fortune’s 100 Best Companies to Work For list 
each year.“I love working at Whole Foods, and I hope to grow with this company for 
years and years to come,’ says Simon William Griffith, one of its employees.“ This 
company empowers me and makes me feel valued and valuable.” 
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Questions 


1, Why don't all companies treat their employees like Whole Foods does? Do you 
think they will in the future? 
2. Mackey is one of the firm's founders. But is the company at a disadvantage once he 
retires, given Whole Foods salary cap? And will the new CEO have to be voted “in”? 
3. Can “eco-consciousness’ effectively be incorporated into high-performance work 


systems? 


Sources: Gary Hael and Bill Breen, “Creating a Community of Purpose: Management Innovation in Ac- 
tion,’ Harvard Business School Press, 2007; “Whole Foods Market’s Unique Work Culture and Practices,’ 
ICMR (2006), http://www.icmrindia.org; 


Frank Roche, “HR Lessons from Whole Foods,’ KnowHR, http://www.knowhr.com. 
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Integrative Cases 


Microsoft’s MACH Program 
Designed to Help Millennial Grads 
Make a Difference—Fast 


In 2005, Microsoft executives were faced with the challenge of finding ways to 
accelerate the careers of new hires. Like many companies, Microsoft found that its 
fast-track program was not especially helpful when it came to onboarding millen- 
nial employees. As Leigh Cresswell, a millennial corporate sales account manager for 
Microsoft, put it, too often millennials aren't given challenging work when they are 
first hired, which can be frustrating for them and lead to turnover. That is what hap- 
pened to Cresswell at her previous employer, a multinational maker of office equip- 
ment. Their onboarding program was “just training; they didn’t understand what we 
wanted, which was to have an impact and a voice straight away.’ 

Microsoft did not want to make the same mistake, To deal with this issue, at- 
tract top graduates, and begin utilizing their skills quickly, the company launched the 
“Microsoft Academy for College Hires” or MACH for short. The two-year program 
has been designed to provide top new university graduates hired into the company’s 
sales, marketing, and services divisions with onboarding courses, hands-on training, 
coaching, and networking opportunities. The main objective of MACH is not only to 
onboard new graduates so they can start adding value to their teams quickly, but to 
help them more efficiently navigate the corporate culture and politics. Approximately 
2,000 new grads have gone through MACH since its inception. One of those indi- 
viduals, Francesco Esposito, noted that because new grads have small or nonexistent 
professional networks and are typically entering a large corporation for the first time, 
they can have a hard time launching their careers, 

Graduates of the MACH noted that the program not only helped them net- 
work with senior employees, it helped them connect with other Microsoft employees 
around the world. MACH has expanded to include participants in 50 countries who 
attend global and regional conferences with each other. This has given participants a 
worldwide group of peers who can provide them with support as they transition from 
school to the working environment. The global aspect also had the added benefit of 
exposing them to vastly different parts of the company and the opportunities offered 
there. 
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According to Maryann Baumgarten, Microsoft's curriculum manager of MACH, 
they have learned that the program needs to follow several key steps to have maxi- 
mum impact. In the first year, MACH students focus on moving from the academic 
world to Microsoft's corporate environment." It’s a critical first step in employee reten- 
tion as we help them to understand our culture, strategy, and customers,’ Baumgarten 
explains, In the second year, the participants go through career coaching and peer 
reviews to help them determine which career paths in the company will best suit 
their needs, Once a path is determined, they can choose mentors whom they can job 
shadow to learn more about the job's duties and responsibilities. 

To facilitate the job-shadowing process, senior employees fill out an online form 
to make themselves available for the MACH program, but they can opt out as needed 
for specific time periods. The form identifies the mentor’s top three skill sets, lan- 
guages, and geographical location. This makes it easier for a junior employee to find a 
suitable match. The form also allows junior employees to search for available mentors 
and request career-shadowing time. To help senior employees become good mentors 
who can help develop and retain young workers, Microsoft offers them classes on 
generational milestones and characteristics as well as scenario training. 

At this point in time, Microsoft is trying to decide if MACH is effective—is 
it worth the time and expense? Is it speeding up the contributions of millennials 
and improving their job satisfaction at Microsoft? The evidence is starting to show. 
Joseph Ibarra, a MACH 2008 grad, is a supporter of the program. “Tve seen alumni 
at the MACH events, people who have accelerated quickly throughout the company 
and won some of Microsoft's most prestigious awards. It’s really inspirational to see 
people come to the company and have a huge influence. It shows it can be done, even 
at a company with so many people.” 


Questions 


1. How does orientation differ from onboarding? 

2. Why do you think Microsoft implemented the MACH program? Can you see any 
drawbacks of doing so? 

3. How might the program improve Microsoft's employer brand and help it attract 
talent? 


Sources: Jennifer J. Salopek, “Onboarding Program Indoctrinates New Workers at MACH Speed,” Work- 
force Management (June 2011) http://www.workforce.com; Randy Woods, “Grooming New Hires with 
Microsofts MACH program,’ NWjobs (March 13, 2010), http://blog.nwjobs.com; “Case Study: A Cus- 
tomized Office and SharePoint Solution for Microsoft's Internal Career Shadowing Program,’ 3sharp.com, 
accessed July 7, 2011 at http://www.3sharp.com. 
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BNSF Railway: Training 
New Hires for Safety case 2 


In 2011, BNSF rolled out a plan to hire more than 4,000 new employees—one of 
the most ambitious hiring plans ever for the company. Of the new hires, the majority 
of them (about 2,400) are being hired into the company’s Transportation Group as 
conductors. The hiring is essential to fill vacancies due to retirements and to respond 
to the increasing business volumes BNSF is shipping. While these new people will 
help BNSF continue providing the level of service that meets customer expectations, 
they must also be equipped with the knowledge, tools, focus, and skills to work safely. 
According to a Training Services department spokesperson, “Safety permeates all of 
our training programs, and with the influx of new employees, we want to be sure the 
concepts are clear and effective.” 


Multiple Training Methods 


As new hires come on board, BNSF provides training through multiple methods, in- 
cluding on-the-job training in the field with input from experienced employee men- 
tors and safety assistants or safety coordinators. Formal training is provided for many 
positions at the company’s Technical Training Center (TTC) in Overland Park, 
Kansas, as well as in the field. New hires at BNSF have an interim period before 
they officially become conductors. During this period, candidates must successfully 
respond to an interview panel, pass safety and rules exams, and complete either a 
13- or 15-week intensive training program (depending on the location) that includes 
classroom and on-the-job training. The program culminates in a final exam which, 
when passed, qualifies students as conductors. 

United Transportation Union (UTU) training coordinators help with the first 
week of training and pair students with experienced conductors who mentor stu- 
dents during the on-the-job training segment. One of UTU’s training coordinators 
explains that he sets the tone on his territory by focusing most of his instruction on 
safe work practices: “I particularly focus on the Deadly Decisions—and consequences 
of at-risk behaviors.” Once the new hires are paired, the experienced conductors play 
a significant role in conductor training, teaching 9 to 10 weeks of the 13- to 15-week 
program. 


Cross-Training the Trainers 


Because so many new employees are joining BNSF as conductors, 42 Transportation 
trainers deliver training at 71 locations across BNSF'’s system. To meet the increased 
volume of training needed for Transportation, BNSF implemented cross-training 
for all Transportation trainers. The trainers became qualified to train locomotive en- 
gineers and conductors, as well as to provide training on simulators and rules and 
remote train-control operations. In other words, the Transportation trainers are now 
cross-functional, which has effectively increased training capacity while also expand- 
ing individual trainers’ areas of specialty. The cross-functional approach allows BNSF 
to efficiently meet the needs of the company, while still maintaining the integrity of 
the core program with safety at the center. 
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Additionally, the Transportation team places significant energy into helping 
transition new conductors. “Involvement begins during the initial interview sessions 
when a supervisor communicates our safety vision along with safety expectations,” 
says one of BNSF’s managers. The team also provides an overview of local terrain and 
environmental extremes that a potential employee is likely to encounter. Montana is 
a good example, where hiring is especially active. Trainers help employees understand 
the challenges of operating through the mountains and in winter conditions. 

Supervisors interact with trainees throughout the program, both in group set- 
tings and one-on-one. To further integrate a new conductor, the divisions UTU 
training coordinators established a day of enhanced safety training specific to loca- 
tion, with plans to expand that training to a broader overview. Graduates of BNSF’s 
conductor training say the training program is vital, and that they appreciate the high 
priority placed on safety. 


Managing Safety through Best Practices 


The BNSF management team members who are responsible for the locomotive 
engineer training program have identified numerous best practices for the trainers to 
incorporate into their training. BNSF feels these best practices help the organization 
meet its hiring goals while maintaining its focus on a safe, efficient, and accident-free 
workplace. 


Questions 


1, What methods does BNSF use as part of its comprehensive training system for 
new hires? 

2. Explain the company’s team approach to training, How does cross-training the 
company’s trainers benefit BNSF? 

3. What is the purpose of explaining during interviews BNSF'’s safety practices and 
on-the-job working challenges? 


Source: Excerpted/adapted from “Trainers Carry Forward BNSF'’s Safety Vision to New Hires,’ Railway 
(Spring 2011): 16-17. [Note: Permission is needed for this article. Contact: Susan Green, BNSF, phone: 
817-867-6344, e-mail: susan.green@bnsf.com.] 
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Job Analysis and Hiring Decisions Case 3 
at Ovania Chemical 


Company Background 


Ovania Chemical Corporation is a specialty chemicals producer of polyethylene 
terephthalate (PET) thermoplastic resins primarily used to make containers for soft 
drinks and bottled water, as well as packaging for food and pharmaceutical prod- 
ucts. Though smaller than other chemical producers that produce globally, Ovania 
has competed successfully in the specialty chemical business, Its main plant is located 
in Steubenville, Ohio, positioned along the Ohio River midway between Pittsburgh, 
Pennsylvania, and Wheeling, West Virginia. In recent years, advances in technology 
have altered the nature of chemical production, and like other firms in the industry, 
Ovania Chemical is taking steps to modernize its facilities. Not surprisingly, these 
technological changes have been accompanied by redesign in employee jobs. In fact, 
over the last three years, there have been drastic changes in both the number and the 
kinds of jobs being performed by employees. The latest change at the Steubenville 
plant involves the job transformation of the system analyzer position. 


The System Analyzer 


Because chemical production involves highly integrated process technologies, some- 
one is needed who can monitor all of the individual components simultaneously. The 
system analyzer is primarily responsible for this monitoring function. It is one of the 
most prestigious nonmanagerial jobs in the entire plant, and its importance is likely 
to grow. 

Formerly, the position was classified as that of a semiskilled maintenance techni- 
cian, but as the plant has become more automated, the requirements for the system 
analyzer job have become much more extensive. Knowledge of pneumatics, hydrau- 
lics, information technology, programming, and electrical wiring are all increasingly 
critical aspects of this job. The three men who currently hold the position admit that 
they will be incapable of performing adequately in the future. It is estimated that 
within two years, the tasks, duties, and responsibilities of the system analyzer will 
have changed by more than 70 percent. For these reasons, the decision was made to 
recruit and select three new people for the rapidly transforming position. 


Job Analysis and New Position Analysis 


Ovania's Steubenville plant manager, Jack Sarabe; the HR manager, Emily Claire; and 
two senior engineers, Dave Packley and Mark Young, formed a selection committee. 
With the help of two consultants, they first conducted a job analysis for the new po- 
sition of system analyzer. Although they had to project into the future regarding the 
specific nature of the job, they collectively felt they had created an accurate depiction 
of the requirements for someone who would occupy the position. Figure 3.1 shows a 
list of the major performance dimensions of the job and a subsample of specific tasks 
characteristic of each dimension. 

From this list of tasks, the selection committee then delineated a set of personal 
qualities required for anyone who would hold the system analyzer position. These 
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FIGURE 
3 1 Performance Dimensions (Duties and Tasks). 


MAINTAINING SPARES AND SUPPLIES 


1. Anticipates future need for parts and supplies and orders them. 
2. Stocks parts and supplies in an orderly fashion. 


3. Maintains and calibrates test equipment. 


TROUBLESHOOTING 


. Applies calibration standards to verify operation by subjecting the system to known standards. 

. Decides whether the problem is in the sensor, in the processor, in the process stream, and/or in the sample system. 
. Uses troubleshooting guides in system manuals to determine the problem area. 

. Uses test equipment to diagnose the problem. 

. Makes a general visual inspection of the analyzer system as a first troubleshooting step. 


. Replaces components such as printed circuit boards and sensors to see if the problem can be alleviated. 


HANDLING REVISIONS AND NEW INSTALLATIONS 


10. Makes minor piping changes such as size, routing, and additional filers. 

11. Makes minor electrical changes such as installing switches and wires and making terminal changes. 
12. Uses common pipefitting tools. 

13. Uses common electrical tools. 


14. Reads installation drawings. 


RECORD-KEEPING 


15. Maintains system files showing historical record of work on each system. 

16. Maintains loop files that show the application of the system. 

17. Updates piping and instrument drawings if any changes are made. 

18. Maintains Environmental Protection Agency records and logbooks. 

19. Disassembles analyzers to perform repairs onsite or back in the shop. 

20. Replaces damaged parts such as filters, electronic components, light source, lenses, sensors, and values. 
21. Uses diagnostic equipment such as oscilloscopes, ohmmeters, and decade boxes. 

22. Tests and calibrates repaired equipment to ensure that it works properly. 


23. Reads and follows written procedures from manuals. 


ROUTINE MAINTENANCE 


24. Observes indicators on systems to ensure that there is proper operation. 


25. Adds reagents to systems. 


26. Decides whether the lab results or the system is correct regarding results (i.e., resolves discrepancies between lab 
and analyzer results). 


27. Performs calibrations. 


© Cengage Learning 2013 
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FIGURE 
3 9 Abilities and Tasks 


Numbers represent tasks cited in Figure 3.1. Asterisks indicate abilities considered critical by 
the committee. 


SKILLS TASK NUMBERS 

“Finger dexterity 3,4, 7,9, 10, 11, 12, 13, 19, 20, 21, 22, 25, 27 
*Mechanical comprehension 3, 5, 6, 8, 9, 10, 12, 13, 7, 14, 19, 20, 22, 23, 24, 27, 11, 17 
*Numerical ability 11, 3, 4, 24, 10, 21, 12, 13, 14, 27 

*Spatial ability 2,4, 5, 9, 10, 11, 14, 19, 20 

“Visual pursuit 3, 4, 5, 6, 7, 8, 9, 10, 11, 14, 16, 17, 19, 20, 21, 22, 27 
*Detection 2, 3, 5, 6, 8, 9, 10, 14, 19, 20, 23, 7 

Oral comprehension 1,2, 5, 6, 26, 7, 8,9, 19, 21, 25 

Written comprehension 1,15, 16, 17, 18 

Deductive reasoning 1,5, 3, 6, 7, 8, 9, 10, 11, 19, 21, 20, 22, 2, 26, 27 
Inductive reasoning 1,3, 5, 6, 7, 8, 9, 10, 11, 19, 21, 20, 22, 2, 26, 27 
Reading comprehension 3, 6, 14, 7, 22, 23, 21, 9, 27 

Reading scales and tables 3, 4, 7, 8, 9, 21, 23, 24, 27, 2, 6, 14 


© Cengage Learning 2013 


qualities included the twelve abilities shown in Figure 3.2. The numbers beside each 
ability indicate the tasks (see Figure 3.1) to which it is related, The abilities marked with 
an asterisk (*) were considered by the committee to be critical.’ Any applicant not scor- 
ing well on each of the critical dimensions would be considered unqualified for the job. 


Anticipated Selection Process 


The committee hoped to gain “new blood” for the redesigned system analyzer job and 
therefore wanted to recruit externally for the best available talent they could find. 
However, as a matter of policy, management was also deeply committed to the idea 
of promoting from within. After deliberation, the committee decided to recruit both 
internally and externally for the new position. It was also decided to especially en- 
courage current system analyzers to “reapply” for the job. 

Because there was a two-year lead time before the newly transformed position 
would be put in place, the committee was very careful not to include in the selection 
battery any skills or knowledge that could reasonably be trained within that two-year 
period. Only aptitude or ability factors were incorporated into the selection process, 
rather than achievement tests. 

The three present system analyzers were white males. However, since Ovania 
Chemical had a rather unenviable history of employment discrimination charges, the 
decision was made to have applicants undergo a battery of tests but not look at their 
previous experience. This strategy was thought to encourage minorities and women 
to apply for the new position regardless of their prior experience in the field, which in 
the case of these two groups of applicants might be somewhat sparse. 

It should be noted, however, that there was some concern about prejudice if a 
woman or minority member were to get the job. Several people at the company had 
commented that a woman would not get down into the treatment tanks to check 
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gauge readings. All of these factors, taken together, made for a very sensitive selection 
process, Ovania’s managers, however, were dedicated to making the procedures and 
decisions fair and objective. 

Fifty-six employees applied for the new position of system analyzer. Twenty-one 
were female; fifteen were African American. Only two of the three current system 
analyzers reapplied for the new position. The company decided that an overall total 
score of 800 on the twelve tests would be the cutoff score in order for an applicant 
to be seriously considered for the system analyzer position. This criterion resulted 
in the primary pool of twenty candidates shown in Figure 3.3 It should be noted 


FIGURE 
3 3 Primary Pool of Candidates 
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that although each of the aptitude tests has been published, standardized (100 points 
possible for each test), and validated for other jobs, the same is not true of the system 
analyzer job because it’s a new position. Therefore, whether the tests are predictive 
depends upon content validity judgments made by the managers of the company. The 
final cutoff scores and methods for combining the multiple predictors are problem- 
atic for the selection committee as well. 


Questions 


1, How would you go about conducting a job analysis for a job that does not yet 
exist? 

2. What reasons did the selection committee have for selecting only those factors 
that could not be acquired in a two-year training program? 

3. Should the concern for women getting down into the dirty treatment tanks have 
been a selection issue? 

4. Would this test battery and selection procedure be defensible in court? 
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lll-Fated Love at 
Case 
4 Centrex Electronics 


Nancy Miller-Canton never imagined she would lose her job at Centrex Electronics 
Corporation (CEC), and certainly not under such unpleasant circumstances. Unfor- 
tunately, after eleven years of employment, the last two as a senior product engineer 
in the firm's military/space division in Atlanta, she made a mistake; she fell in love. 

CEC is highly regarded as a quality employer in the electronics industry. It is a mul- 
tinational corporation with engineering services and production facilities in Spain, 
Canada, Hong Kong, Mexico, and Germany. With more than 12,000 employees in 
the United States, the firm has been named as one of the country’s top 100 organiza- 
tions to work for by several studies. The firm is known as a top-paying corporation 
with proactive employee relations policies. 

Kathryn Garner, the vice president of human resources for CEC, is credited with 
establishing many positive employee rights policies, including those covering elec- 
tronic communications, drug testing, search and surveillance, access to employee files, 
and off-duty conduct. The corporation permits marriage between employees except 
in cases where one employee is in a direct reporting relationship with the other. 

Miller-Canton joined Centrex Electronics shortly after graduating from Georgia 
State University in 2006. At that time she was married to Tom Canton, her college 
sweetheart. In 2009, Canton died suddenly. As a single parent, his widow then be- 
came dependent upon her job for the majority of her family’s support. 

Miller-Canton enjoyed rapid promotions through various engineering positions 
until reaching her present job as senior product engineer. In 2010, the year before 
her dismissal, she had been awarded the firm's Engineering Distinction Award for 
her research and development work in metallography. But in January 2011, one 
week after receiving a significant raise, she was called into the firm's human resources 
department. The question from the military/space division manager was clear and 
direct: “Are you dating Mike Domzalski?” Domzalski was a former CEC senior 
engineer who had changed employment in 2009 to work for International Technolo- 
gies, a direct competitor of CEC. There was no denying the romance. The two had 
dated while Domzalski was with CEC, and he still remained friends with other Cen- 
trex Electronics Engineers. It was widely known among Miller-Canton’s friends that 
she was “extremely fond” of Domzalski. 

Now, chastised for her involvement, Miller-Canton was ordered to forget about 
Domzalski or be demoted. After the meeting she told a friend, “I was so socialized 
in CEC culture and so devoted to my job that I thought seriously about breaking up 
with Mike.’ As she later testified in court, however, she never got the chance because 
she was dismissed the day after the meeting with her manager. 

At the root of Miller-Canton’s dismissal was a corporate policy regarding the leak- 
age of confidential product information. The policy seeks to avoid situations where 
an employee of CEC might be compromised into providing sensitive or confidential 
information to an employee of a competing organization. Miller-Canton’s work in 
research and development made her subject to the following CEC policy: 
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Employees performing jobs where they have access to sensitive or confidential in- 
formation which could benefit competitors are prohibited from being married to 
or from having a romantic relationship with individuals employed by competing 
organizations. 


Since Mike Domzalski’s work at International Technologies was similar to Miller- 
Canton’s at CEC, the corporation felt their “romantic relationship” made her discharge 
appropriate. Feeling aggrieved, Miller-Canton engaged the services of an attorney 
specializing in employee rights claims. In preparing her wrongful discharge suit, the 
attorney told her that given the nature of her case and the continuous erosion of the 
employment-at-will doctrine, he believed she could win the lawsuit. Furthermore, 
while gathering background information for the trial, the attorney discovered some- 
thing that her former division manager did not know. Shortly before her discharge, 
no less an authority than former CEC chairman Joseph M. Torell had declared that 
“CEC employees are responsible for their own off-the-job behavior. We are concerned 
with an employee's off-the-job conduct only when it reduces the employee's ability to 
perform normal job assignments.’ 

A jury trial in state court upheld the wrongful discharge suit and awarded Miller- 
Canton $425,000 in back pay and punitive damages. Like other trials, however, this 
one took its toll on the parties involved.“I couldn't function for four or five months 
after the trial, I was so emotionally upset and drained,” Miller-Canton said. She is 
now employed as an engineer for a computer company; she and Domzalski are no 
longer dating. “It was a bad experience all around,” she says.“ There was a real sense 
of belonging and a feeling of personal job worth at CEC. If I had my way, I'd take my 
old job back today.’ 


Questions 


1, What exceptions to the employment-at-will doctrine would the attorney have 
used to file the lawsuit? 

2. Comment on the confidential information policy adopted by Centrex Electronics. 
Do you agree with the way it is used? Explain. 

3. Is dating a “romantic relationship’? Explain. 


Source: This case is adapted from an actual situation known to the authors. All names are fictitious. 
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case 9 Pepper Construction Group: Change 
in Safety Leads to Decline in Injuries 
and Illnesses 


In 2004, Dave Pepper, the third-generation owner of Pepper Construction, met with 
his insurance group to review the groups annual summary of safety performance. To 
his surprise, Pepper Construction’s experience modification rate (EMR) placed them 
in the bottom third of the group. The EMR compares the frequency and severity 
of workers’ compensation claims between companies of similar size operating in the 
same type of business and reflects the degree to which a particular company’s experi- 
ence is better or worse than the industry as a whole. At the time, Pepper Construc- 
tion Groups EMR was 0.71, nearly 30 percent better than the national average for 
general contractors, but two-thirds of the insurance group members were even better. 
Safety performance was good, but not good enough. 


The Solution 


Pepper Construction had begun to develop a long-range strategic planning initiative. 
The initial goals set by the company’s leaders were related to business growth—profit, 
efficiency, information technology, and production—but not one mentioned safety. 
Pepper reminded his team members that the company’s most valuable asset has always 
been its people, and he encouraged them to shift their focus. It was as if a light went on 
within his management group. They fully embraced the commitment to safety and saw 
that it would protect the company’s greatest asset—their people. The strategic plan 
shifted, and safety became the first priority. Their initial goals remained, but safety 
was now the foundation on which profit, growth, and productivity would be built. 

Senior management, along with a newly formed safety committee, developed the 
following TEAM safety mission statement to communicate the company's commit- 
ment to an accident free workplace: 


a Training for all employees 
= Empowerment where everyone has the authority to say “no” to unsafe conditions 


a Action—the commitment to taking the steps necessary to protect employees and 
continuously strive to improve the safety program 


a Motivation—making sure the safety of the company’s people is the top priority, 
above all else 


The challenge was to communicate the safety mission through the entire company, 
from the hourly craftsmen through the executive level. Previous annual safety semi- 
nars included every craftsman in the company, often more than 600 people in the 
same lecture hall listening to lectures and generic training topics. To emphasize their 
commitment to safety, Pepper and Ken Egidi, the president of Pepper Construction 
Company, held much smaller meetings limited to no more than 40 people. They took 
the time to shake every employee's hand and made it very clear that everyone had the 
right, and responsibility, to work safely. 
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Pepper and his team worked hard to ensure all employees knew the company was 
serious about safety. They put in place additional resources to support this goal. For 
example, the company hired a new corporate safety director, increased training op- 
portunities, and formed trades safety committees. 

Pepper Construction now offers safety training in Spanish, including an OSHA- 
developed training program that consists of a 10-hour course and first-aid training. 
The company also provides comprehensive safety orientations on every job site. In ad- 
dition, the company provides safety seminars for the trades. These seminars include 
up to four hours of training specific to the skills needed by the craftspeople, such 
as powered lift training, fall protection, and emergency response. Almost 90 percent 
of the company’s current craftspeople have completed OSHAs 30-hour construction 
safety course. 

Pepper Construction has also worked through OSHA% cooperative programs 
to improve its safety performance. The company is a gold level participant in OSHA 
Region V’s Strategic Partnership with the Builders Association. OSHA and the 
Builders Association signed their second Strategic Partnership on December 18, 
2009. The goals of this strategic partnership include reducing injuries, illnesses, and 
fatalities in construction by addressing key industry hazards, promoting recognition 
for construction safety excellence, and sharing best practices. Gold level participants 
must meet a number of requirements, including the implementation of a comprehen- 
sive safety and health management program and maintaining an injury/illness rate at 
least 10 percent lower than the Bureau of Labor Statistics (BLS) rate for their indus- 
tries. Pepper Construction is also a participant in the OSHA Challenge Program, a 
three-stage process to implement an effective system to prevent fatalities, injuries, and 
illnesses. An electronic tool that breaks down the actions, documentation, and results 
desired is provided by OSHA to participating companies as well . Pepper Construc- 
tion is also applying for recognition under OSHA’ Voluntary Protection Programs 
(see Chapter 12). 


The Impact 


Since the strategic planning initiative and subsequent restructuring of the safety and 
health program, Pepper Construction Company has seen a dramatic decrease in 
OSHA recordable injury and illness rates, 


BLS National BLS National 
TCIR* Average (TCIR) DART** Average (DART) 
2004 5.64 6.1 1.40 3.0 
2006 4.64 5.4 1.36 2.7 
2008 2.96 4.5 0.7 2.1 
2009 2:01 not available 0.5 not available 


*TCIR is the Total Case Incident Rate. 
“DART is the Days Away, Restricted and/or Transferred Case Incidence Rate. 


Based on available data through 2009, Pepper Construction Company is well 
below the national average for TCIR and DART incidence rate in the construction 
industry. In addition, Pepper Construction Group’s EMR has continued to drop from 
0.71 in 2004 to 0.64 in 2009, 
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When asked about the return on investment, Pepper has said the biggest benefit 
he has seen is the improved company culture: “Our workers are looking after each 
other, watching out for hazards and eliminating them—and really caring for their 
fellow employees.’ Pepper Construction is committed to building on this success and 
continuing to improve its safety performance. Management commitment, employee 
engagement and providing every employee the tools they need to work safely will con- 
tinue to be the keys to Pepper Construction’s workplace safety and health program. 

Pepper's improved safety culture has also spread to its subcontractors. When 
Pepper Construction bids out jobs, it reviews each subcontractor’s safety and health 
records. This includes EMR and OSHA 300A data, job safety performance, and the 
historical safety performance of individual foremen on Pepper projects. All subcon- 
tractors are prequalified, and no bids are awarded to subcontractors that do not meet 
the company’s safety performance standards. 

As a result of Pepper Construction’s increased scrutiny of its subcontractors’ 
safety records, it has removed contractors from its list of prequalified contractors be- 
cause of poor safety performance. For example, several years ago an iron worker was 
observed standing on the rail of an aerial lift without proper fall protection. Because 
the steel erecting company officials did not consider this a serious safety problem, 
they were removed from the job site and did not work on another Pepper Construc- 
tion site for four years. After this contractor initiated an intensive safety management 
program, their performance improved; they are currently applying for reinstatement 
to Pepper Construction’s prequalified contractors list. 


Questions 


1. How does the Pepper Constructions “TEAM” mission help keep the company on 
track toward better safety. 

2. Why should Pepper Construction be concerned about the safety of its 
subcontractors? 


Source: Paul Flentge, “Change in Safety Culture at Pepper Construction Group Leads to Dramatic Decline 
in Injuries and Illnesses,” Success Stories and Case Studies (Washington, D.C.: Occupational Safety and 
Health Administration), July 2010, http://www.osha.gov/. 
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Realigning HR Practices 
at Egan’s Clothiers case G 


At the end of fiscal year 2011, revenues at Egan's Clothiers, Inc., had increased 
12 percent over 2010 and had increased at a compounded rate of 14 percent over the 
past five years. That is the good news. The bad news is that costs have risen at an even 
more rapid rate, thereby shrinking the company’s gross margins. As a consequence, 
Egan's profitability (measured as return on sales and return on net assets) has actually 
fallen by 6 percent over the past three years. 

The drop in profitability at Egan's is particularly worrisome. In fact, according to 
Egan's chief financial officer, Richard Coyle, if something is not done immediately to 
control material and labor costs, as well as administrative expenses, the company may 
need to restructure its operations. In the short run, Coyle, company president Karen 
Egan, and vice president of HR Pam McCaskey have put an indefinite freeze on all 
hiring. Further, they are contemplating layoffs of nearly one-quarter of Egan's sales 
staff and are weighing the benefits of cutting back on HR-related expenses such as 
training. Compared to others in the industry, the firm's labor costs are very high. 


Company Background 


Gene Egan and Pat Pollock opened their first store in Baldwin, New York, in 1958. 
The company grew rapidly during the 1980s and now operates a chain of thirty-four 
medium-sized stores located throughout Connecticut, New York, Pennsylvania, and 
New Jersey. Since the beginning, Egan’s customers have been primarily middle-class 
and upper middle-class families purchasing sportswear, dresswear, and fashion ac- 
cessories, The company has established a longstanding tradition of quality and cus- 
tomer service. In addition to its thirty-four stores, the company also maintains two 
distribution centers and its administrative offices in Stamford, Connecticut. The 
total employment currently stands at approximately 2,400 people: 15 executives, 
40 staff specialists, 40 store managers, 215 sales managers, 250 administrative per- 
sonnel, 1,600 salespeople, and 240 distribution workers. Except for the employees 
at the distribution centers, the company is not presently unionized. However, it is 
no secret that Egan’s management has been trying very hard recently to keep cur- 
rent labor organizing activities to a minimum, viewing it as a threat to the company’s 
success, Egan's HR department has been called upon to conduct a program audit of 
various personnel practices utilized at Egan's. The purpose of this audit is to assess 
the impact of Egan's HR policies and practices on employee outcomes (for example, 
performance, employee satisfaction, absenteeism, and turnover). The objective of the 
audit is to identify specific problem areas where policy adjustments may be necessary. 
The final report to the executive staff will include the HR department's evaluation of 
current problems and the changes it recommends, 


Human Resources Management History 


Over the past five years, Egan’s has made several changes in order to implement 
the best HR practices possible. Partially, this has been to circumvent unionization 
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efforts, but primarily it is indicative of Egan’s longstanding belief that success in 
retailing depends on the competencies and efforts of its employees. 

The commitment to HR is demonstrated by the fact that in 2011 the com- 
pany spent $1.3 million on an intranet-based human resources information system 
(HRIS). The HRIS has successfully automated the company’s employment records 
and connects each of the retail stores, distribution centers, and executive offices. Also, 
Egan's has maintained an ongoing training program for the past five years to help 
salespeople improve their retail selling skills (RSS) and customer service. The annual 
cost of this program has been roughly $750,000. To further ensure high ability levels 
in its workforce, the company sets selection standards substantially higher than its 
competitors. Whereas other retail companies typically hire inexperienced high school 
students, Egan's generally requires some retailing or sales experience before consider- 
ing an applicant for employment. Although this policy increases Egan’s overall labor 
costs, management has been confident that the added expense is well justified over 
the long run. However, recently even the strongest proponents of HR have been won- 
dering if it might be a good idea to cut back on training, given the company’s current 
financial picture. 

By far the most problematic and volatile HR issues at Egan's have revolved around 
promotions and salary increases. Because the company promotes from within and 
distributes raises on a companywide basis, comparisons generally have to be made 
across employees in different jobs and departments. To combat arguments of sub- 
jectivity and bias pertaining to these decisions, Egan's links these rewards to objec- 
tive measures of performance. Specifically, rather than utilizing subjective managerial 
evaluations of employee performance, ongoing accounts of sales results are main- 
tained for each employee through use of the HRIS. On the basis of this information, 
each department manager assigns each employee to one of five categories: 


Superior—top 10 percent 
Very good—next 20 percent 
Good—middle 40 percent 
Fair—lower 20 percent 
Poor—lowest 10 percent 


Administrative decisions are then made across departments utilizing these stan- 
dardized distributions. Additionally, to provide constant feedback to each employee 
about his or her relative performance, data are updated and posted daily. It is hoped 
that this feedback is motivating to employees. In this way, there are no surprises when 
the time comes for semiannual performance appraisal interviews. It is interesting to 
note that since these changes have been made in the performance appraisal system, 
there has not been one formal complaint registered regarding salary or promotion 
decisions. However, sales managers themselves have mentioned occasionally that they 
do not feel as comfortable now that they are required to assign employees to the “fair” 
and “poor” categories. 


HR Outcomes 


Despite the concerted efforts of Egan's management to create a first-rate system of 
human resources management, there are several troubling issues facing the company. 
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The HR practices are not having their desired effects. For example, there have been 
recent complaints that employees have not been as patient or courteous with custom- 
ers as they should be. This was best summarized by Paul Kelly, a store manager in 
White Plains, New York, who noted,“My people are beating up the clientele in order 
to make a sale—the very opposite of what the RSS program trains them to do.” This 
lapse in customer service is frustrating to management since the RSS training has 
proven effective in the past. Additionally, there seems to be a great deal of competi- 
tion within departments that is hurting a team effort. Although intergroup rivalries 
between departments have always been viewed as normal and healthy, the lack of in- 
tragroup cohesiveness is seen as a problem. 

Additionally, Egan's has been plagued with increases in lost and damaged mer- 
chandise. Management attributes this to the fact that storage rooms are disorganized 
and unkempt. This is in sharp contrast to the selling floors, which have remained 
fairly well ordered and uncluttered. Nevertheless, inventory costs have been increas- 
ing at an alarming rate. 

Everyone notices that something is wrong. But the behavior patterns are perplex- 
ing. Absenteeism has decreased by 23 percent, but employee turnover has actually 
increased from 13 percent to over 29 percent, thereby increasing labor costs overall. 
Unfortunately, many of those who left the company (43 percent) were rated as very 
good to superior employees. 

As executives in the company look at these trends, they are understandably con- 
cerned, The success of the company and its reputation for quality and service depend 
on solid investments in HR to ensure the best possible workforce. However, the ex- 
penses are eroding the company’s profits, and worse, it now looks like these invest- 
ments are not paying off. 


Questions 


1, What overall changes could you recommend to the executive team at Egan's about 
its HR practices? 

2. What are the pros and cons of Egan's performance appraisal system? Do you think 
it identifies the best employees? Do you think it helps develop employees to per- 
form the best they can? 

3. Can increased sales be linked directly and/or indirectly to the appraisal system? 
How about some of the other performance effects? How would you change the 
system? 

4. How do you account for the fact that absenteeism has decreased at Egan's while 
turnover has increased? 
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Case 7 A Performance Appraisal Snafu 


Research has shown that the performance appraisal process, particularly the inter- 
action between employees and managers, is a key determinant affecting employee 
motivation and productivity. Understandably, managers can view the appraisal of em- 
ployee performance as a“catch-22” in which the slightest mistake can cause employee 
resentment, as this case illustrates. 

Marcus Singh, a naturalized U.S. citizen from India, is a research economist in 
the Office of Research and Evaluation in the city of Newport, Oregon. He is forty 
years old and has worked for the city of Newport for the past ten years. During that 
time, Singh has been perceived by his supervisors as an above-average performer. 
However, due to the small size of the department and the close working relationship 
between employees and management, a formal evaluation of employees was consid- 
ered unnecessary. About ten months ago, Singh was transferred from the department's 
Industrial Development unit to the newly formed Office of Research and Evaluation. 
Other employees were also transferred as part of an overall reorganization. 

Out of concern for equal employment opportunity, plus the realization that em- 
ployee performance should be evaluated formally and objectively, Victoria Popelmill, 
department director, issued a directive to all unit heads to formally evaluate the per- 
formance of their subordinates. Attached to her memorandum was a copy of a new 
performance appraisal form to be used in conducting the evaluations. Garth Fryer, 
head of the Office of Research and Evaluation, decided to allow his subordinates to 
have some input in the appraisal process. (In addition to Garth Fryer, the Office of 
Research and Evaluation comprised Marcus Singh, five other research economists— 
Jason Taft, Susan Mussman, Richard Gels, Marsha Fetzer, and Juan Ortiz—and 
one administrative assistant, Connie Millar.) Fryer told each of the researchers to 
complete both a self-appraisal and a peer appraisal. After reviewing these apprais- 
als, Fryer completed the final and official appraisal of each researcher. Before sending 
the forms to Popelmill’s office, Fryer met with each researcher individually to review 
and explain his ratings. Each researcher signed the appraisal and indicated agreement 
with the ratings. 

About one week after submitting the appraisals to the director, Fryer received a 
memorandum from Popelmill stating that his evaluations were unacceptable. Fryer 
was not the only unit head to receive this memorandum; in fact, they all received 
the same note. On examination of the completed appraisal forms from the various 
departments, the director had noticed that not one employee was appraised in either 
the “fair” or “satisfactory” category. In fact, most employees were rated as “outstanding” 
in every category. Popelmill felt that the unit heads were too lenient and asked them 
to redo the evaluations in a more objective and critical manner. Furthermore, because 
the department's compensation budget for salary increases was largely based on a dis- 
tribution of employee ratings, evaluating all employees as outstanding would result in 
raises that exceeded the company’s budget limits. 

Garth Fryer explained the director's request to his subordinates and asked them 
to redo their appraisals with the idea of being more objective this time. To Fryer’s as- 
tonishment, the new appraisals were not much different from the first ones. Believing 
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he had no choice in the matter, Fryer unilaterally formulated his own ratings and 
discussed them with each employee. 

Marcus Singh was not pleased when he found out that his supervisor had rated 
him one level lower on each category. (Compare Figures 7.1 and 7.2.) Although he 
signed the second appraisal form, he indicated on the form that he did not agree with 
the evaluation. Jason Taft, another researcher in the Office of Research and Evalua- 
tion, continued to receive all “outstanding” ratings on his second evaluation. 


FIGURE 
7 1 Employee Appraisal Form 


Employee Name: Marcus Singh Date: October 4, 2011 


Job Title: Economist/Researcher 


Please indicate your evaluation of the employee in each category by placing a check mark (v) in the appropriate block. 


Outstanding Good Satisfactory Fair Unsatisfactory 


KNOWLEDGE OF JOB 

Assess overall knowledge of duties and M Ci O O O 
responsibilities of current job. 

QUANTITY OF WORK 

Assess the volume of work under normal 

conditions. 

QUALITY OF WORK 

Assess the neatness, accuracy, and 

effectiveness of work. 


COOPERATION 

Assess ability and willingness to work with 
peers, superiors, and subordinates. 
INITIATIVE 

Assess willingness to seek greater 
responsibilities and knowledge. Self-starting. 


ATTENDANCE 
Assess reliability with respect to attendance 
habits. 


ATTITUDE 
Assess disposition and level of enthusiasm. 
Desire to excel. 


JUDGMENT 
Assess ability to make logical decisions. 


Comments on ratings: Valuable employee! 


Supervisor’s signature: Garth Fryer 


Department: Office of Research and Evaluation Date: October 4, 2011 


Employee’s signature: Marcus Singh 


Does the employee agree with this evaluation? 
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FIGURE 
7 9 Employee Appraisal Form 


Employee Name: Marcus Singh 


Date: October 18, 2008 


Job Title: Economist/Researcher 


Please indicate your evaluation of the employee in each category by placing a check mark (/) in the appropriate block. 


Outstanding Good Satisfactory Fair Unsatisfactory 
KNOWLEDGE OF JOB 
Assess overall knowledge of duties and O M O O O 
responsibilities of current job. 
QUANTITY OF WORK 
Assess the volume of work under normal 
conditions. 
QUALITY OF WORK 


Assess the neatness, accuracy, and 
effectiveness of work. 


COOPERATION 

Assess ability and willingness to work with 
peers, superiors, and subordinates. 
INITIATIVE 

Assess willingness to seek greater 
responsibilities and knowledge. Self-starting. 
ATTENDANCE 

Assess reliability with respect to attendance 
habits. 

ATTITUDE 

Assess disposition and level of enthusiasm. 
Desire to excel. 


JUDGMENT 
Assess ability to make logical decisions. L] E K L 


Comments on ratings: Marcus needs to increase the quantity of his work to receive higher ratings. Also, he 


should take a greater initiative in his job. 


Supervisor’s signature: Garth Fryer 


Department: Office of Research and Evaluation Date: Oct. 18, 2011 


Employee’s signature: Marcus Singh 


Does the employee agree with this evaluation? 


© Cengage Learning 2013 


Like Singh, Taft has a master’s degree in economics, but he has been working 
for the city of Newport for less than two years and is only twenty-four years old. 
Taft had also worked closely with Garth Fryer before being transferred to his new 
assignment ten months ago. Recently, the mayor of the city had received a letter from 
the regional director of a major government agency praising Jason Taft's and Garth 
Fryer’s outstanding research, Marcus Singh’s working relationship with Garth Fryer 
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and Jason Taft and with others in the department has been good. On some occasions, 
though, he has found himself in awkward disagreements with his coworkers in areas 
where he holds strong opinions. 

After Singh and Taft had signed the appraisals, Garth Fryer forwarded them to 
Popelmill’s office, where they were eventually added to the employees’ permanent files. 
When pay raises were awarded in the department three weeks later, Marcus Singh 
did not receive a merit raise. He was told that it was due to his less-than-outstanding 
appraisal. He did, however, receive the general increase of $1,200 given to all employ- 
ees regardless of their performance appraisals. This increase matched the increase in 
the CPI for the Newport, Oregon, area. 

Singh has refused to speak one word to Garth Fryer since they discussed the ap- 
praisal, communicating only through Connie Millar or in writing. Singh has lost all 
motivation and complains bitterly to his colleagues about his unfair ratings. While he 
reports to work at 8 a.m. sharp and does not leave until 5 p.m. each day, he has been 
observed to spend a lot of time reading newspapers and surfing the Internet while at 
work, 


Questions 


1, What do you see as the problems in this case? Explain. 

2. Could these problems have been avoided? How? 

3. Comment on the advantages and disadvantages of using peer evaluations in the 
appraisal process. 


4. What can be done to resolve the problem with Marcus Singh? 


Source: This case was adapted from a case prepared by James G. Pesek and Joseph P. Gronenwald of 
Clarion University in Pennsylvania. 
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case § The Last Straw for Aero Engine 


The meeting lasted only ten minutes, since all those present quickly agreed that Tom 
Kinder should be fired. According to management, Kinder had caused the company 
numerous problems over the last eighteen months, and the incident that Saturday 
had been “the straw that broke the camel's back.” Plant management believed it had 
rid itself of a poor employee, one the company had offered numerous opportunities 
for improvement. It seemed like an airtight case and one the union could not win if 
taken to arbitration. 

Tom Kinder had worked for the Aero Engine Company for fourteen years prior 
to being terminated. He was initially employed as an engine mechanic servicing 
heavy-duty diesel engines. For his first nine years with Aero Engine, he was consid- 
ered a model employee by his supervisors and plant management. Kinder was also 
well liked by his fellow employees. His performance appraisals were always marked 
“exceptional,” and his personnel folder contained many commendation letters from 
customers and supervisors alike. Supervisor Mary Lee described Kinder as “devoted 
to his job of building and repairing engines.” Through company-sponsored training 
classes and courses taken at a local trade school, Kinder had acquired the knowledge 
and experience to build and repair specialty engines used in arctic oil exploration. 

The Aero Engine Company, with headquarters in the Midwest, was engaged pri- 
marily in the production and maintenance of specialty engines used in drilling, heavy 
manufacturing, and diesel transportation. The company had experienced very rapid 
growth in sales volume, number of products produced, and the size of its workforce 
since 2005. (At the time of Tom Kinder’s termination, the company employed about 
1,700 employees.) Aero Engine avoided hiring new personnel and then laying them 
off when they were no longer needed. Company policy stated that layoffs were to be 
avoided except in extreme circumstances. When heavy workloads arose, the natural 
solution to the problem was to schedule large amounts of overtime and to hire tem- 
porary employees through one of the local temporary help services. 

Tom Kinder’s work problems had begun approximately five years prior to his 
discharge when he went through a very emotional and difficult divorce. He was a 
devoted family man, and the divorce was a shock to his values and his way of life. 
The loss of custody of his children was particularly devastating to his mental well- 
being. He became sullen, withdrawn, and argumentative with his supervisors. Sev- 
eral of Tom's close friends described him as having a “depressed attitude” at work. 
Aero Engine has a comprehensive employee assistance program (EAP) for employees 
experiencing personal and family problems. Tom's supervisor, Gordon Thompson, 
had recommended the services of the EAP to Kinder, but it was unknown if he had 
used counseling since the EAP program is voluntary and confidential. Management 
professes that it took a very proactive and humanistic approach toward Kinder, an 
employee the company valued and respected. However, regardless of the company’s 
concern for Tom, his work performance had become problematic. 

An absenteeism problem developed and continued until his discharge. Over the 
eighteen months prior to this termination, Tom was absent twenty-seven complete 
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days and nine partial days and was tardy nineteen times. Twelve months before ter- 
mination, he had been given a written warning that his attendance must improve or 
he would face further disciplinary action, including possible discharge. Unfortunately, 
his attendance did not improve; however, he received no further disciplinary action 
until his discharge on Monday, June 9, 2011. 

Management had experienced problems other than absenteeism with Tom 
Kinder. The quantity and quality of his work had decreased to only an acceptable 
level of performance. His supervisor had discussed this with him on two occasions, 
but no disciplinary action was ever instituted. Furthermore, during heavy production 
periods Kinder would either refuse to work overtime assignments or, once assigned, 
would often fail to report for work, It was an incident that occurred during a Satur- 
day overtime shift that caused his discharge. 

On Saturday, June 7, Kinder was assigned to a high-priority project that required 
him to build a specialty engine for a large and loyal customer. The big new engine was 
needed to replace a smaller engine that had exploded on an Alaskan drilling rig. The 
engine was being built in a newly constructed plant building located one-half mile 
from the company’s main production facilities. At approximately 9:15 a.m. on that 
Saturday, Gordon Thompson had walked over to the new building to check on the 
progress of the engine. As Thompson passed by a window, he noticed Kinder sitting 
at a desk with his feet up, reading a magazine. The supervisor decided to observe him 
from outside the building. After about twenty-five minutes, Kinder had not moved, 
and Thompson returned to the plant to report the incident to Glenn Navarro, the 
plant production manager. Neither the supervisor nor the production manager con- 
fronted Kinder about the incident. 

At 8:15 the next Monday morning, supervisor Thompson and production man- 
ager Navarro met with the director of human resources to review the total work 
performance of Tom Kinder. After this short meeting, all those present decided that 
Tom Kinder should be fired. Tom's discharge notice read,“ Terminated for poor work 
performance, excessive absenteeism, and loafing.’ At 10:15 that morning Kinder was 
called into Navarro's office and told of his discharge. Navarro then handed him his 
final paycheck, which included eight hours of work for Monday. 


Questions 


1, Comment on the handling of this case by the supervisor, production manager, and 
director of human resources. 

2. How much concern should organizations show employees before taking disciplin- 
ary action for personal family problems? Explain. 

3. To what extent were consistent discipline and due process applied prior to the 
discharge? 

4. If Tom Kinder’s discharge went to arbitration, how would you decide the case? 
Why? What arguments would labor and management present to support their 
respective positions? 


Source: This case is based on an actual arbitration heard by George W. Bohlander. All names are 
fictitious. 
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case 9 ) Employee Selection and Training 
at Meadowbrook Golf and Golf 
Ventures West 


Meadowbrook Golf, headquartered in Championsgate, Florida, is a leader in golf 
course management, maintenance, and supplies in the United States. Today the or- 
ganization is comprised of four companies that meet the demands of the market: 
Meadowbrook Golf provides the management, International Golf Maintenance pro- 
vides the maintenance, and Golf Ventures East and West are the golf supply arms of 
the business. 

Ron Jackson is the CEO of Meadowbrook. The turf business is a highly special- 
ized, tight-knit industry. The company’s strong reputation was built on its expertise 
in providing superior products and services to golf courses and municipalities. Ron 
knew the only way he could take the company to the next level was to not only find 
the right people with the specific experience they needed but to find a way to keep 
them happy and motivated so they would stay. 

Jackson learned of a behavioral assessment tool called Predictive Index, produced 
by the Wellesley, Massachusetts-based management consulting company PI World- 
wide, and brought it into Meadowbrook as a way to help the managers understand 
what motivated their employees to come to work every day. By obtaining this insight, 
Jackson says Meadowbrook was able to keep its talent by “managing them for their 
individual success.’ Meadowbrook also realized that their top performers possessed 
very similar behavioral characteristics. Using this information, Meadowbrook was 
able to incorporate this information into its hiring process. 

Golf Ventures West (GVW), the supply division of Meadowbrook in the west- 
ern United States, offers equipment that ranges from a string trimmer to a $70,000 
rotary motor, along with fertilizer, seed, and specialty products. Mike Eastwood, the 
president of GVW, had the best talent in the industry, long-time clients, and very low 
turnover. While it all seemed idealistic, Eastwood had a problem. He needed his team 
to sell more, The challenge was how to identify what they needed in sales training to 
help them grow their sales. 

In sharing his concerns with Jackson, Eastwood learned that the publishers of 
the Predictive Index also offered a selling training tool that identified the strengths of 
salespeople and areas for their development as well as offered customer-focused sales 
(CFS) training. To explore the tool further, he and his senior management team took 
the assessment themselves. The results accurately identified Eastwood's selling style. 
His general managers, most with over 30 years in the industry, scored in the mid to 
high range. 

Next, Eastwood gave his sales team members the assessment. However, their 
overall scores were in the mid-to-low range. Eastwood quickly realized that despite 
the talent of his sales team, 80 percent of them did not know how to sell. The results 
of the assessment showed most of them were not asking enough investigative ques- 
tions when speaking with their clients. This was a huge breakthrough. Eastwood's 
team members then took the CFS workshop to learn how to think like customers do 
and investigate and uncover their needs. 
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The results? “My most senior and successful salesperson followed the CFS pro- 
cess and closed a $40,000 deal with a customer that had only purchased from our 
competitor for the last ten years,’ says Eastwood. In another instance, Eastwood had 
a salesperson who was underperforming but knew he had the potential to be success- 
ful. This salesperson went through the sales training and was moved to a new terri- 
tory. “In four months he has sold more in his new territory than he had in a year in his 
original territory,’ says Eastwood. Apparently, the training is paying off. Even though 
golf courses, in general, have been struggling in recent years, Golf Ventures West has 
expanded its operations to a number of new locations across the country. 


Questions 


1, Why did Eastwood and his general managers take PI’s competency assessment 
prior to administering it to the company’s other salespeople? 

2. How did the assessment help uncover the skills gap handicapping Golf Ventures 
West's salespeople? 

3. What does the case indicate about the training “readiness” of the company’s 
salespeople? 


Source: Adapted from “Hire Smart, Develop Selling Skills and Manage for Individual and Team Suc- 
cess” PI Worldwide, accessed June 21, 2011 at http://www.piworldwide.com. (This case is based on press 
release-type information on the company’s website. Phone: 800-832-8884 or info@piworldwide.com.) 
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Newell’s Decision to Downsize: 
case 10) a Ethical Dilemma 


A particular issue in business ethics is: “What exactly does the term ethics mean?” 
Various writers have described ethics as rules that govern behavior, desired societal 
values such as respect for justice, or accepted principles of right or wrong. One author 
noted,“ While laws concern what we must do, ethics concerns what we should do.’* 

In the practice of HR, managers and supervisors are continually faced with ethi- 
cal dilemmas regarding the fair and equitable treatment of employees. Ethical choices 
abound in areas such as recruitment and selection, employee privacy, whistle-blowing, 
sexual harassment, and diversity or affirmative action. An important ethical dilemma 
faced by managers today is the fair and correct way to downsize organizations. The 
decisions involved in downsizing a workforce are complex and, as one manager stated, 
“gut-wrenching.” 


The Need to Downsize 


Newell Corporation is a medium-sized manufacturer of navigational systems for 
commuter and larger airplanes. The company operates two plants—one in Atlanta, 
Georgia, and the other in Norwood, California. In 2011, the Norwood plant em- 
ployed 273 employees, most of them engaged in the manufacture and technical sup- 
port of company products. 

Newell is regarded as an excellent place to work by its employees and within the 
surrounding communities. Employee morale and loyalty have always been high, and 
job satisfaction studies conducted by the company consistently rate the organization 
as a fair and equitable place to work. The company’s HR policies can be described as 
proactive and progressive. With its positive reputation, Newell has been able to select 
new employees from a large pool of job applicants. 

One cornerstone of HR policy has been to use the principle of seniority when 
training, assigning, transferring, and promoting employees. Additionally, with 
Newell's emphasis on employee retention, employees have experienced and come to 
expect long and steady employment. Prior to 2011, Newell has never downsized its 
workforce. Employment growth at the Norwood facility can be described as moder- 
ate and steady, 

The racial composition of the company has been predominately Caucasian, for 
two reasons. First, the racial composition of the company’s local labor market has 
historically been Caucasian. Second, the skill levels needed for the company’s tech- 
nical jobs have come primarily from a trained Caucasian labor force. A review of 
the company’s federally required EEO-1 report for 2010 showed that Newell had 
few employees in each of the minority categories listed. This is true for both hourly 
and managerial positions. However, since approximately 2005, the demographic 
characteristics of the local labor market have changed dramatically to include more 
Hispanics, African Americans, and Asian Americans. Minority job applicants have 
generally not possessed the skills needed for entry-level manufacturing and technical 
support jobs, 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


Cases 759 


In 2007, Newell experienced a large increase in the demand for its products. To 
meet customer orders, the Norwood plant hired twenty-seven new manufacturing 
assemblers and fourteen new technical support technicians. With the increased diver- 
sity of the external labor force, plus the desire to increase the minority composition 
of its internal workforce, thirty-four of the forty-one new hires were minorities. It is 
noteworthy that Newell welcomed the opportunity to rapidly increase the diversity 
of its workforce for both business and ethical reasons. The following is an excerpt 
from Newell’s statement of vision and values published in July 2008: 


Newell Corporation believes that a work environment that reflects a diverse workforce, 
values diversity, and honors the worth of its employees benefits the company, its 
customers, and its employees. Employment decisions will be made on these principles 
while also considering the efficient and effective operation of the organization. 


Because new minority employees generally did not possess the skills needed for 
its manufacturing and technical jobs, the company spent approximately $1.7 million 
on entry-level skills training. The integration of minorities into the Norwood facility 
was seamless and without racial tension. 

In 2008, sales for Newell's products once again followed historical patterns. Un- 
fortunately, sales then unexpectedly took a sharp downturn: a 12 percent decline in 
2009 and a 23 percent decline in 2010. Causes for the decline in sales were attrib- 
uted to two new low-wage foreign competitors that had entered the market, a decline 
in the market demand for the products made by Newell and its competitors, and 
higher-than-average production costs due to Newell's older, less efficient manufactur- 
ing equipment. Future demand for company products was projected to be moderate 
for 20011, 2012, and 2013. 

In February 2011, Tom Malcom, Norwood’s director of HR; Steven L. Davis, cor- 
porate vice president for manufacturing; and Mary Umali, Norwood’s plant manager, 
decided to downsize the workforce at the Norwood facility. Specifically, they decided 
to lay off thirty-seven manufacturing employees and eleven technical support person- 
nel. The difficult question faced by senior management was how to lay off employees 
in a manner that would be fair and equitable to individuals and legally defensible, 
while maintaining the integrity of Newell’s HR policies and the productivity of the 
Norwood plant. 


Questions 
1, What is the ethical dilemma faced by management in this case? Explain. 
2. What specific problems might Newell face in its downsizing decision? 
3. What options might Newell employ in its downsizing decision? Explain. 
4. How would you downsize the Norwood facility? Explain. 


Source: This case was adapted from an actual case known to the authors, All names are fictitious. 


*Terry Halbert and Elaine Ingulli, Law and Ethics in the Business Environment, 7th ed. (Mason, OH: 
Cengage Learning, 2011). 
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Someone Has to Go: A Tough 
case 11 Layoff Decision 


Located in the Los Angeles area, Aero Performance, with twenty-seven employees, 
is a sales and maintenance company that provides equipment upgrades and general 
aircraft maintenance to regional airlines, corporate aircraft, and small international 
carriers, When Aero Performance was created twelve years ago, the company faced 
little competition, and a robust airline market seemed to present an unlimited poten- 
tial for growth. Unfortunately, industry economics coupled with cost-cutting mea- 
sures by airlines and new competition from similar airline service companies means 
that Aeros business performance has stabilized, and the company has actually expe- 
rienced losses in certain specialized areas. One of these areas is the sales of the com- 
pany’s technologically advanced equipment. Airline companies as well as the owners 
of corporate jets have delayed the purchase and installation of Aero’s advanced elec- 
tronic equipment. 

Mike Martinez, manager of the technology upgrade unit, faces a tough decision. 
With a significant downturn in his unit’s work, he must lay off one employee. The 
decision is made particularly difficult because all employees of the unit are qualified 
employees with average or better work records. Additionally, each employee has a 
unique personal background directly affecting his or her work life. A summary of 
the background and work record of each of the four employees follows. No question, 
Martinez faces a difficult decision. 

Gary Meadors is married and has two children in high school. He lives mod- 
estly in order to send his kids to college. His wife works evenings at a convenience 
store to assist with family expenses. Meadors has worked nine years with Aero Per- 
formance, six years in airline maintenance and three years in the technology upgrade 
unit. He has learned airline technology largely through technical articles, trade jour- 
nals, and on-the-job experience. His performance evaluations are average, and he is 
considered a consistent and reliable employee. His attendance and company loyalty 
are exceptional, 

Brenda Baldwin is the only woman in the technology upgrade unit. She is a sin- 
gle mother with a child in elementary school. Brenda has three years of service with 
Aero Performance, all in Martinez’s unit. She joined the company after obtaining an 
airline technology degree from a well-respected four-year university. Brenda contin- 
ues to take evening classes in her field and seems to have, according to Martinez, “the 
most potential for growth in the company.’ However, her performance has slipped the 
past year, and she has been counseled for an attendance problem. She has felt some- 
what resented as a female in a traditionally male-dominated industry. 

Udit Chopra is a dedicated employee. In fact, everyone says he is “married to his 
job.” He will work long hours to complete technical installations and is regarded as a 
perfectionist. Udit has a college degree in marketing but has found his home in airline 
technology. He possesses an excellent ability to persuade Aero Performance custom- 
ers to upgrade their technology systems. Udit drives a new BMW and is believed to 
come from a wealthy family. 

Craig Cottrell joined Aero Performance three years ago, having been hired away 
from a competitor. He has a total of twelve years of experience in the airline service 
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industry. Craig has a complete understanding of airline technology. Cottrell’s work 
performance the first two years with Aero Performance was barely average; however, 
his work record the past year was evaluated as very high. Currently, he is the top per- 
former in the unit. There has been work friction between him, Baldwin, and Chopra 
over the selection and installation of cockpit instruments. 


Performance 
SENIORITY 
(Years) Salary 2004 2005 2006 2007 
Gary Meadors 9 $74,250 Avg Good Avg Avg 
Brenda Baldwin 3 $81,190 High Good Avg 
Udit Chopra 5 $78,500 Avg Good Good Good 
Craig Cottrell 3 $75,960 Avg Avg High 


Mike Martinez must make his decision by this Friday. Aero Performance will 
grant the laid-off employee a severance package to assist transition to other employ- 
ment. Martinez is committed to aiding his employee in finding another job in the 
airline service industry. 


Questions 


1, What criteria should be used to determine potential layoff candidates? What em- 
phasis, if any, should be given to non-job-related factors such as personal problems 
or a spouse's need to work? Explain your answer. 

2. What should be included in a severance package for laid-off employees? How long 
should the severance package last? 

3. Are there any potential legal implications in Martinez’ decision? 

4. How would you handle the termination interview? 
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A 


Adverse impact 
A concept that refers to the rejection of a significantly higher 
percentage of a protected class for employment, placement, 
or promotion when compared with the successful, nonpro- 
tected class 
Affirmative action 
A policy that goes beyond equal employment opportunity by 
requiring organizations to comply with the law and correct 
any past discriminatory practices by increasing the numbers 
of minorities and women in specific positions 
Alternative dispute resolution (ADR) 
A term applied to different employee complaint or dispute 
resolution methods that do not involve going to court 
Applicant tracking system 
A software application recruiters use to post job openings, 
screen résumés, and contact via e-mail potential candidates for 
interviews, and track the time and costs related to hiring people 
Apprenticeship training 
A system of training in which a worker entering the skilled 
trades is given thorough instruction and experience, both on and 
off the job, in the practical and theoretical aspects of the work 
Arbitrator 
A third-party neutral who resolves a labor dispute by issuing 
a final decision in the disagreement 
Assessment center 
Places in which job candidates undergo performance simula- 
tion tests that evaluate managerial potential 
Augmented skills 
Skills helpful in facilitating the efforts of expatriate managers 
Authorization card 
A statement signed by an employee authorizing a union to 
act as a representative of the employee for purposes of collec- 
tive bargaining 


Backup care program 
A benefit program whereby an employer provides or sub- 
sidizes temporary care for its employee's elders or children 
when their regular arrangements fall through 

Balance sheet approach 
A compensation system designed to match the purchasing 
power in a person’s home country 


©Diana Ong, Fotosearch 


Balanced scorecard (BSC) 
A measurement framework that helps managers translate 
strategic goals into operational objectives 

Bargaining power 
The power of labor and management to achieve their goals 
through economic, social, or political influence 

Bargaining unit 
A group of two or more employees who share common 
employment interests and conditions and may reasonably be 
grouped together for purposes of collective bargaining 

Behavior modeling 
An approach that demonstrates desired behavior and gives 
trainees the chance to practice and role-play those behaviors 
and receive feedback 

Behavior modification 
A technique that operates on the principle that behavior that 
is rewarded, or positively reinforced, will be exhibited more 
frequently in the future, whereas behavior that is penalized 
or unrewarded will decrease in frequency 

Behavior observation scale (BOS) 
A behavioral approach to performance appraisal that mea- 
sures the frequency of observed behavior 

Behavioral description interview (BDI) 
An interview in which an applicant is asked questions about 
what he or she actually did in a given situation 

Behaviorally anchored rating scale (BARS) 
A behavioral approach to performance appraisal that consists 
of a series of vertical scales, one for each important dimen- 
sion of job performance 

Benchmarking 
The process of measuring one’s own services and practices 
against the recognized leaders in order to identify areas for 
improvement 

Blended learning 
The use of multiple training methods to achieve optimal 
learning on the part of trainees 

Bonus 
An incentive payment that is supplemental to the base wage 

Branding 
A company’s efforts to help existing and prospective workers 
understand why it is a desirable place work 

Broadbanding 
Practice in which the number of grades in a payscale struc- 
ture is reduced, and the differential between one grade and 
the next is increased 
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Burnout 
A severe stage of distress, manifesting itself in depression, 
frustration, and loss of productivity 

Business necessity 
A work-related practice that is necessary to the safe and effi- 
cient operation of an organization 

Business unionism 
A term applied to the goals of U.S. labor organizations, 
which collectively bargain for improvements in wages, hours, 
job security, and working conditions 


C 


Calibration 
A process whereby managers meet to discuss the perfor- 
mance of individual employees to ensure their employee 
appraisals are in line with one another 
Career counseling 
The process of discussing with employees their current job 
activities and performance, personal and career interests 
and goals, personal skills, and suitable career development 
objectives 
Career networking 
The process of establishing mutually beneficial relationships 
with other businesspeople, including potential clients and 
customers 
Career paths 
Lines of advancement in an occupational field within an 
organization 
Career plateau 
A situation in which for either organizational or personal 
reasons the probability of moving up the career ladder is low 
Change management 
Change management is a systematic way of bringing about 
and managing both organizational changes and changes on 
the individual level 
Charge form 
A discrimination complaint filed with the EEOC by employ- 
ees or job applicants 
Chief diversity officer 
A top executives responsible for implementing a firm’s diver- 
sity efforts 
Chief ethics officer 
A high-ranking manager directly responsible for fostering the 
ethical climate within the firm 
Chief learning officer 
A high-ranking manager directly responsible for fostering 
employee learning and development within the firm 
Codetermination 
Representation of labor on the board of directors of a company 
Collaborative software 
Software that allows workers to interface and share informa- 
tion with one another electronically 
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Collective bargaining process 
The process of negotiating a labor agreement, including the 
use of economic pressures by both parties 
Combined salary and commission plan 
A compensation plan that includes a straight salary and a 
commission 
Compensatory model 
A selection decision model in which a high score in one area 
can make up for a low score in another area 
Competence-based pay 
Pay based on an employee's skill level, variety of skills pos- 
sessed, or increased job knowledge 
Competency assessment 
Analysis of the sets of skills and knowledge needed for 
decision-oriented and knowledge-intensive jobs 
Concurrent validity 
Validity is demonstrated where a test correlates well with a 
measure that has previously been validated 
Construct validity 
The extent to which a selection tool measures a theoretical 
construct or trait 
Constructive discharge 
An employee's voluntary termination of his or her employ- 
ment because of harsh, unreasonable employment conditions 
placed on the individual by the employer 
Consumer price index (CPI) 
A measure of the average change in prices over time in a fixed 
“market basket” of goods and services 
Content validity 
The extent to which a selection instrument, such as a test, 
adequately samples the knowledge and skills needed to per- 
form a particular job 
Contrast error 
A performance rating error in which an employee's evalua- 
tion is biased either upward or downward because of com- 
parison with another employee just previously evaluated 
Contributory plan 
A pension plan in which contributions are made jointly by 
employees and employers 
Cooperative training 
A training program that combines practical on-the-job expe- 
rience with formal educational classes 
Core capabilities 
Integrated knowledge sets within an organization that distin- 
guish it from its competitors and deliver value to customers 
Core skills 
Skills considered critical to an employee’s success abroad 
Core values 
The strong and enduring beliefs and principles that the com- 
pany uses as a foundation for its decisions 
Corporate social responsibility 
The responsibility of the firm to act in the best interests of 
the people and communities affected by its activities 
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Craft unions 
Unions that represent skilled craft workers 
Criterion-related validity 
The extent to which a selection tool predicts, or significantly 
correlates with, important elements of work behavior 
Critical incident 
An unusual event that denotes superior or inferior employee 
performance in some part of the job 
Critical incident method 
A job analysis method by which important job tasks are iden- 
tified for job success 
Cross-training 
The process of training employees to do multiple jobs within 
an organization 
Cross-validation 
Verifying the results obtained from a validation study by 
administering a test or test battery to a different sample 
(drawn from the same population) 
Cultural audits 
Audits of the culture and quality of work life in an organization 
Cultural environment 
The communications, religion, values and ideologies, educa- 
tion, and social structure of a country 
Culture shock 
Perpetual stress experienced by people who settle overseas 
Cumulative trauma disorders 
Injuries involving tendons of the fingers, hands, and arms 
that become inflamed from repeated stresses and strains 
Customer appraisal 
A performance appraisal that, like team appraisal, is based on 
TQM concepts and includes evaluation from both a firm’s 
external and internal customers 


D 


Defined benefit plan 
A pension plan in which the amount an employee is to 
receive on retirement is specifically set forth 

Defined contribution plan 
A pension plan that establishes the basis on which an 
employer will contribute to the pension fund 

Dejobbing 
refers to a process of structuring organizations not around 
jobs but around projects that are constantly changing 

Depression 
A negative emotional state marked by feelings of low spir- 
its, gloominess, sadness, and loss of pleasure in ordinary 
activities 

Differential piece rate 
A compensation rate under which employees whose produc- 
tion exceeds the standard amount of output receive a higher 
rate for all of their work than the rate paid to those who do 
not exceed the standard amount 


Disabled individual 
Any person who (1) has a physical or mental impairment 
that substantially limits one or more of the person’s major 
life activities, (2) has a record of such impairment, or (3) is 
regarded as having such an impairment 

Discipline 
A tool, used to correct and mold the practices of employees 
to help them perform better so they conform to acceptable 
standards 

Disease management programs 
Programs that provide patients and their caregivers with 
information on monitoring and treating medical conditions, 
while coordinating communication between them, their 
health care providers, employers, and insurers 

Disparate treatment 
A situation in which protected class members receive 
unequal treatment or are evaluated by different standards 

Distress 
Harmful stress characterized by a loss of feelings of security 
and adequacy 

Downsizing 
Planned elimination of jobs 

Dual career partnerships 
Couples in which both members follow their own careers 
and actively support each other's career development 

Due process 
Procedures that constitute fair treatment, such as allowing an 
employee to tell his or her story about an alleged infraction 
and defend against it 


E 


EEQ-1 report 
An employer information report that must be filed annually 
by employers of 100 or more employees (except state and 
local government employers) and government contractors 
and subcontractors to determine an employer's workforce 
composition 

Elder care 
Care provided to an elderly relative by an employee who 
remains actively at work 

E-learning 
Learning that takes place via electronic media 

Emergency action plan 
A plan an organization develops that contains step-by-step 
procedures for dealing with various emergency situations 

Employee assistance program (EAP) 
Services provided by employers to help workers cope with 
a wide variety of problems that interfere with the way they 
perform their jobs 

Employee associations 
Labor organizations that represent various groups of profes- 
sional and white collar employees in labor management relations 
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Employee empowerment 
Granting employees power to initiate change, thereby 
encouraging them to take charge of what they do 

Employee engagement 
A situation in which workers are enthusiastic and immersed 
in their work to the degree that it improves the performance 
of their companies 

Employee leasing 
The process of dismissing employees who are then hired 
by a leasing company (which handles all HR-related activi- 
ties) and contracting with that company to lease back the 
employees 

Employee profile 
A profile of a worker developed by studying an organization’s 
top performers in order to recruit similar types of people 

Employee rights 
Guarantees of fair treatment that become rights when they are 
granted to employees by the courts, legislatures, or employers 

Employee stock ownership plans (ESOPS) 
Stock plans in which an organization contributes shares of 
its stock to an established trust for the purpose of stock pur- 
chases by its employees 

Employee teams 
An employee contributions technique whereby work func- 
tions are structured for groups rather than for individuals 
and team members are given discretion in matters tradition- 
ally considered management prerogatives, such as process 
improvements, product or service development, and indi- 
vidual work assignments 

Employment-at-will principle 
The right of an employer to fire an employee without giving 
a reason and the right of an employee to quit when he or she 
chooses 

Environmental scanning 
Systematic monitoring of the major external forces influenc- 
ing the organization 

Equal employment opportunity (EEO) 
The treatment of individuals in all aspects of employment— 
hiring, promotion, training, etc.—in a fair and nonbiased 
manner 

Ergonomics 
The process of studying and designing equipment and sys- 
tems that are easy and efficient for people to use and that 
ensure their physical well-being 

Error of central tendency 
A performance rating error in which all employees are rated 
about average 

Escalator clauses 
Clauses in labor agreements that provide for quarterly cost- 
of-living adjustments in wages, basing the adjustments on 
changes in the consumer price index 

Essay method 
A trait approach to performance appraisal that requires the 
rater to compose a statement describing employee behavior 
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Ethics 
A set of standards of conduct and moral judgments that help 
to determine right and wrong behavior 

Exclusive representation 
The legal right and responsibility of the union to represent 
all bargaining unit members equally, regardless of whether 
employees join the union or not 

Exempt employees 
Employees not covered by the overtime provisions of the Fair 
Labor Standards Act 

Expatriates, or home-country nationals 
Employees from the home country who are on international 
assignment 

External fit 
The situation in which the work system supports the organi- 
zation’s goals and strategies 

Eustress 
Positive stress that accompanies achievement and 
exhilaration 


F 


Failure rate 
The percentage of expatriates who do not perform 
satisfactorily 

Fair employment practices (FEPS) 
State and local laws governing equal employment opportu- 
nity that are often more comprehensive than federal 
laws and apply to small employers 

Fair representation doctrine 
A doctrine under which unions have a legal obligation to 
assist both members and nonmembers in labor relations 
matters 

Fast-track program 
Accelerated development or promotion of individuals to 
positions with more responsibility 

Fitness-for-duty evaluation 
Evaluations randomly conducted to determine an employee's 
physical, mental, and emotional fitness for a job 

Flexible benefits plans (cafeteria plans) 
Benefit plans that enable individual employees to choose the 
benefits that are best suited to their particular needs 

Flextime 
Flexible working hours that permit employees the option of 
choosing daily starting and quitting times, provided that they 
work a set number of hours per day or week 

Focal performance appraisal 
An appraisal system in which all of an organization’s employ- 
ees are reviewed at the same time of year rather on the anni- 
versaries of their individual hire dates 

Forced-choice method 
A trait approach to performance appraisal that requires the 
rater to choose from statements designed to distinguish 
between successful and unsuccessful performance 
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Forced distribution 
A performance appraisal ranking system whereby raters are 
required to place a certain percentage of employees into vari- 
ous performance categories 
Four-fifths rule 
A rule of thumb followed by the EEOC in determining 
adverse impact for use in enforcement proceedings 
Functional job analysis (FJA) 
A job-analysis approach that utilizes an inventory of the 
various types of work activities that can constitute 
any job 
Furloughing 
A situation in which an organization asks or requires 
employees to take time off for either no pay or 


reduced pay 


G 


Gainsharing plans 
Programs under which both employees and the organization 
share financial gains according to a predetermined formula 
that reflects improved productivity and profitability 
Global compensation system 
A centralized pay system whereby host-country employ- 
ees are offered a full range of training programs, benefits, 
and pay comparable with a firm’s domestic employees but 
adjusted for local differences 
Global corporation 
A firm that has integrated worldwide operations through a 
centralized home office 
Global manager 
A manager equipped to run an international business 
Global sourcing 
The business practice of searching for and utilizing goods 
sources from around the world 
Globalization 
The trend toward opening up foreign markets to interna- 
tional trade and investment 
Graphic rating scale method 
A trait approach to performance appraisal whereby each 
employee is rated according to a scale of characteristics 
Grievance procedure 
A formal procedure that provides for the union to represent 
members and nonmembers in processing a grievance 
Guest workers 
Foreign workers invited to perform needed labor 


H 


Hay profile method 
A job evaluation technique using three factors—knowledge, 
mental activity, and accountability—to evaluate executive 
and managerial positions 


Health maintenance organization (HMO) 
Organizations of physicians and health care profession- 
als that provide a wide range of services to subscribers and 
dependents on a prepaid basis 

High-deductible health plans (HDHP) 
A medical insurance plan characterized by high deductibles 
but lower premiums for workers and a health spending 
account to which employers contribute funds employees can 
keep should they leave the organization 

High-performance work system (HPWS) 
A specific combination of HR practices, work structures, and 
processes that maximizes employee knowledge, skill, com- 
mitment, and flexibility 

Home-based pay 
Pay based on an expatriate’s home country’s compensation 
practices 

Host-based pay 
Expatriate pay comparable to that earned by employees in a 
host country 

Host country 
A country in which an international corporation operates 

Host-country nationals 
Employees who are natives of the host country 

Hourly work 
Work paid on an hourly basis 

Human capital 
The knowledge, skills, and capabilities of individuals that 
have economic value to an organization 

Human capital readiness 
The process of evaluating the availability of critical talent in a 
company and comparing it to the firm’s supply 

Human resources information system (HRIS) 
A computerized system that provides current and accurate 
data for purposes of control and decision-making 

Human resources management (HRM) 
The process of managing human talent to achieve an organi- 
zation’s objectives 

Human resources planning (HRP) 
The process of anticipating and providing for the movement 
of people into, within, and out of an organization 


Impairment testing 
Also called fitness-for-duty or performance-based 
testing, it measures whether an employee is alert enough 
to work 
Improshare 
A gain sharing program under which bonuses are based on 
the overall productivity of the work team 
Industrial engineering 
A field of study concerned with analyzing work methods and 
establishing time standards 
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Industrial unions 
Unions that represent all workers—skilled, semiskilled, 
unskilled—employed along industry lines 

Instructional objectives 
Desired outcomes of a training program 

Interest-based bargaining 
Problem-solving bargaining based on a win-win philosophy 
and the development of a positive long-term relationship 

Internal fit 
The situation in which all the internal elements of the work 
system complement and reinforce one another 

Internal labor market 
Labor markets in which workers are hired into entry level 
jobs and higher levels are filled from within 

International corporation 
A domestic firm that uses its existing capabilities to move 
into overseas markets 

Internship programs 
Programs jointly sponsored by colleges, universities, and 
other organizations that offer students the opportunity to 
gain real-life experience while allowing them to find out how 
they will perform in work organizations 


J 


Job 
A task or group of tasks performed as a routine part of one’s 
occupation usually in exchange for money 

Job analysis 
The process of obtaining information about jobs by deter- 
mining their duties, tasks, or activities 

Job characteristics model 
A job design theory that purports that three psychological 
states (experiencing meaningfulness of the work performed, 
responsibility for work outcomes, and knowledge of the 
results of the work performed) of a jobholder result in 
improved work performance, internal motivation, and lower 
absenteeism and turnover 

Job classification system 
A system of job evaluation in which jobs are classified and 
grouped according to a series of predetermined wage grades 

Job crafting 
A naturally occurring phenomenon whereby employees mold 
their tasks to fit their individual strengths, passions, and 
motives better 

Job description 
A statement of the tasks, duties, and responsibilities of a job 
to be performed 

Job design 
An outgrowth of job analysis that improves jobs through 
technological and human considerations in order to enhance 
organization efficiency and employee job satisfaction 
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Job enlargement 
The process of adding a greater variety of tasks to a job 

Job enrichment 
Enhancing a job by adding more meaningful tasks and duties 
to make the work more rewarding or satisfying 

Job evaluation 
A systematic process of determining the relative worth of 
jobs in order to establish which jobs should be paid more 
than others within an organization 

Job progressions 
The hierarchy of jobs a new employee might experience, 
ranging from a starting job to jobs that successively require 
more knowledge and/or skill 

Job ranking system 
The simplest and oldest system of job evaluation by which 
jobs are arrayed on the basis of their relative worth 

Job rotation 
An approach to management development where an individ- 
ual is moved through a schedule of assignments designed to 
give him or her a breadth of exposure to the entire operation 

Job specification 
A statement of the specific knowledge, skills, and abilities of 
a person who is to perform a job needs 

Just-in-time training 
Training delivered to trainees when and where they need it 
to do their jobs, usually via computer or the Internet 


K 


Knowledge workers 
Workers whose responsibilities extend beyond the physical 
execution of work to include planning, decision-making, and 
problem-solving 


L 


Labor relations process 
A logical sequence of five events: (1) workers desire collective 
representation, (2) the union begins its organizing campaign, 
(3) the NLRB representation process begins, (4) collec- 
tive negotiations lead to a contract, and (5) the contract is 
administered 

Learning management system (LMS) 
Online system that provides a variety of assessment, commu- 
nication, teaching, and learning opportunities 

Leniency or strictness error 
A performance rating error in which the appraiser tends 
to give employees either unusually high or unusually low 
ratings 

Line managers 
Non-HR managers who are responsible for overseeing the 
work of other employees 
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Localization 
Adapting pay and other compensation benefits to match that 
of a particular country 

Lump sum merit program 
A lump sum merit is a one-time award, not added to base 
pay, that can be awarded to an individual for meritorious job 
performance. 


Management by objectives (MBO) 
A philosophy of management that rates performance on the 
basis of employee achievement of goals set by mutual agree- 
ment of employee and manager 

Management forecasts 
The opinions (judgments) of supervisors, department man- 
agers, experts, or others knowledgeable about the organiza- 
tion’s future employment needs 

Manager and/or supervisor appraisal 
A performance appraisal done by an employee's manager and 
often reviewed by a manager one level higher 

Managing diversity 
Leveraging differences among employees to improve prod- 
ucts and services delivered to customers 

Markov analysis 
A method for tracking the pattern of employee movements 
through various jobs 

Material safety data sheets (MSDSs) 
Documents that contain vital information about hazardous 
substances 

Mediation 
The use of an impartial neutral to reach a compromise deci- 
sion in employment disputes 

Mediator 
A third party in an employment dispute who meets with one 
party and then the other in order to suggest compromise 
solutions or to recommend concessions from each side that 
will lead to an agreement 

Mentors 
Individuals who coach, advise, and encourage individuals of 
lesser rank 

Merit guidelines 
Guidelines for awarding merit raises that are tied to perfor- 
mance objectives 

Mission 
The basic purpose of the organization as well as its scope of 
operations 

Mixed-standard scale method 
A trait approach to performance appraisal similar to other 
scale methods but based on comparison with (better than, 
equal to, or worse than) a standard 


Multinational corporation (MNC) 
A firm with independent business units operating in multiple 
countries 

Multiple cutoff model 
A selection decision model that requires an applicant to 
achieve some minimum level of proficiency on all selection 
dimensions 

Multiple hurdle model 
A sequential strategy in which only the applicants with the 
highest scores at an initial test stage go on to subsequent 
stages 


N 


Negligence 
The failure to provide reasonable care when such failure 
results in injury to consumers or other employees 

Negligent hiring 
The failure of an organization to discover, via due diligence, 
that an employee it hired had the propensity to do harm to 
others 

Nepotism 
A preference for hiring relatives of current employees 

Noncontributory plan 
A pension plan in which contributions are made solely by the 
employer 

Nondirective interview 
An interview in which the applicant is allowed the maximum 
amount of freedom in determining the course of the discus- 
sion, while the interviewer carefully refrains from influencing 
the applicant’s remarks 

Nonexempt employees 
Employees covered by the overtime provisions of the Fair 


Labor Standards Act 


O 


Offshoring 
The business practice of sending jobs to other countries 
Ombudsman 
A designated individual from whom employees may seek 
counsel for resolution of their complaints 
Onboarding 
The process of systematically socializing new employees to 
help them get “on board” with an organization 
On-the-job training (OJT) 
A method by which employees are given hands-on experience 
with instructions from their supervisor or other trainer 
Open-door policy 
A policy of settling grievances that identifies various levels of 
management above the immediate supervisor for employee 
contact 
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Organization analysis 
Examination of the environment, strategies, and resources 
of the organization to determine where training emphasis 
should be placed 

Organizational capability 
The capacity of the organization to act and change in pursuit 
of sustainable competitive advantage 

Orientation 
The formal process of familiarizing new employees with the 
organization, their jobs, and their work units 

Outplacement services 
Services provided by organizations to help terminated 
employees find a new job 

Outsourcing 
Contracting outside the organization to have work done that 
formerly was done by internal employees 


P 


Panel interview 
An interview in which a board of interviewers questions and 
observes a single candidate 

Passive job seekers 
People who are not looking for jobs but could be persuaded 
to take new ones given the right opportunity 

Pay equity 
An employee's perception that compensation received is 
equal to the value of the work performed 

Pay-for-performance standard 
A standard by which managers tie compensation to employee 
effort and performance 

Pay grades 
Groups of jobs within a particular class that are paid the 
same rate 

Pay rate compression 
Compression of pay between new and experienced employees 
caused by the higher starting salaries of new employees; also 
the differential between hourly workers and their managers 

Peer appraisal 
A performance appraisal done by one’s fellow employees, 
generally on forms that are compiled into a single profile for 
use in the performance interview conducted by the employ- 
ee’s manager 

Peer-review system 
A system for reviewing employee complaints that utilizes a 
group composed of equal numbers of employee representa- 
tives and management appointees. The group weighs evi- 
dence, considers arguments, and, after deliberation, votes to 
render a final decision 

Performance appraisal 
The result of an annual or biannual process in which a 
manager evaluates an employee's performance relative to the 
requirements of his or her job and uses the information to 
show the person where improvements are needed and why 
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Performance management 
The process of creating a work environment in which people 
can perform to the best of their abilities 
Perquisites 
Special nonmonetary benefits given to executives; often 
referred to as perks 
Person analysis 
Determination of the specific individuals who need training 
Phased retirement 
A program that allows its employees to gradually cut their 
hours before retiring 
Piecework 
Work paid according to the number of units produced 
Point system 
A quantitative job evaluation procedure that determines the 
relative value of a job by the total points assigned to it 
Position analysis questionnaire (PAQ) 
A questionnaire identifying approximately 200 different 
tasks that, by means of a five-point scale, seeks to determine 
the degree to which different tasks are involved in perform- 
ing a job 
Positive, or nonpunitive, discipline 
A system of discipline that focuses on early correction 
of employee misconduct, with the employee taking total 
responsibility for correcting the problem 
Predictive validity 
The extent to which applicants’ test scores match criterion 
data obtained from those applicants/employees after they 
have been on the job for some indefinite period 
Preemployment test 
An objective and standardized measure of a sample of 
behavior that is used to gauge a person’s knowledge, skills, 
abilities, and other characteristics (KSAQOs) relative to other 
individuals 
Preferred provider organization (PPO) 
A network of physicians who establish an organization that 
guarantees lower health care costs to employers and their 
employees 
Proactive change 
Change initiated to take advantage of targeted opportunities 
Process audit 
Determining whether the high-performance work system has 
been implemented as designed 
Profit sharing 
Any procedure by which an employer pays, or makes 
available to all regular employees, in addition to base pay, 
special current or deferred sums based on the profits of the 
enterprise 
Progressive discipline 
The application of corrective measures by increasing 
degrees 
Promotion 
A change of assignment to a job at a higher level in the 
organization 
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Protected classes 
Individuals of a minority race, women, older people, and 
those with disabilities who are covered by federal laws on 
equal employment opportunity 

Psychological contract 
Expectations of a fair exchange of employment obligations 
between an employee and employer 


Q 


Quality of fill 
A metric designed to measure how well new hires that fill 
positions are performing on the job 


R 


Reactive change 
Change that occurs after external forces have already affected 
performance 

Real wages 
Wage increases larger than rises in the consumer price index, 
that is, the real earning power of wages 

Realistic job preview (RIP) 
Informing applicants about all aspects of the job, including 
both its desirable and undesirable facets 

Reasonable accommodation 
An attempt by employers to adjust, without undue hardship, 
the working conditions or schedules of employees with dis- 
abilities or religious preferences 

Recency error 
A performance rating error in which the appraisal is based 
largely on the employee's most recent behavior rather than 
on behavior throughout the appraisal period 

Recordable case 
Any occupational death, illness, or injury to be recorded in 
the log (OSHA Form 300) 

Recruiting process outsourcing (RPO) 
The practice of outsourcing an organization's recruiting 
function to an outside firm 

Red circle rates 
Payment rates above the maximum of the pay range 

Reengineering 
Fundamental rethinking and radical redesign of business 
processes to achieve dramatic improvements in cost, quality, 
service, and speed 

Reliability 
The degree to which interviews, tests, and other selection 
procedures yield comparable data over time and alternative 
measures 

Relocation services 
Services provided to an employee who is transferred to a new 
location, which might include help in moving, selling a home, 
orienting to a new culture, and/or learning a new language 


Repatriation 
The process of transition for an employee home from an 
international assignment 

Replacement charts 
Listings of current jobholders and people who are potential 
replacements if an opening occurs 

Rerecruiting 
The process of keeping track of and maintaining relation- 
ships with former employees to see if they would be willing 
to return to the firm 

Reverse discrimination 
The act of giving preference to members of protected classes 
to the extent that unprotected individuals believe they are 
suffering discrimination 

Right-to-know laws 
Laws that require employers to advise employees about the 
hazardous chemicals they handle 

Rights arbitration 
Arbitration over interpretation of the meaning of contract 
terms or employee work grievances 


S 


Sabbatical 
An extended period of time in which an employee leaves an 
organization to pursue other activities and later returns to his 
or her job 

Sabbatical 
Paid (or unpaid) time away from a job for four or more 
weeks employees take off to renew themselves before return- 
ing to work 

Salary plus bonus plan 
A compensation plan that pays a salary plus a bonus achieved 
by reaching targeted sales goals 

Scanlon plan 
A bonus incentive plan using employee and management 
committees to gain cost reduction improvements 

Selection 
The process of choosing individuals who have relevant quali- 
fications to fill existing or projected job openings 

Selection ratio 
The number of applicants compared with the number of 
people to be hired 

Self-appraisal 
A performance appraisal done by the employee being 
evaluated, generally on an appraisal form completed by the 
employee prior to the performance interview 

Sequential interview 
A format in which a candidate is interviewed by multiple 
people, one right after another 

Severance pay 
A one-time payment sometimes given to an employee who is 
being involuntarily terminated 
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Sexual harassment 
Unwelcome advances, requests for sexual favors, and other 
verbal or physical conduct of a sexual nature in the working 
environment 
Similar-to-me error 
A performance rating error in which an appraiser inflates 
the evaluation of an employee because of a mutual personal 
connection 
Situational interview 
An interview in which an applicant is given a hypothetical 
incident and asked how he or she would respond to it 
Six sigma 
A process used to translate customer needs into a set of opti- 
mal tasks that are performed in concert with one another 
Skill inventories 
Files of personnel education, experience, interests, skills, and 
so on that allow managers to quickly match job openings 
with employee backgrounds 
Split pay 
A system whereby expatriates are given a portion of their pay 
in the local currency to cover their day-today expenses and a 
portion of their pay in their home currency to safeguard their 
earnings from changes in inflation or foreign exchange rates 
Spot bonus 
An unplanned bonus given for employee effort unrelated to 
an established performance measure 
Spot rewards 
Programs that award employees “on the spot” when they do 
something particularly well during training or on the job 
Staffing tables 
Graphic representations of all organizational jobs, along with 
the numbers of employees currently occupying those jobs 
and future (monthly or yearly) employment requirements 
Standard hour plan 
An incentive plan that sets rates based on the completion of a 
job in a predetermined standard time 
Step-review system 
A system for reviewing employee complaints and disputes by 
successively higher levels of management 
Straight commission plan 
A compensation plan based on a percentage of sales 
Straight piecework 
An incentive plan under which employees receive a certain 
rate for each unit produced 
Straight salary plan 
A compensation plan that permits salespeople to be paid for 
performing various duties that are not reflected immediately 
in their sales volume 
Strategic human resources management (SHRM) 
The pattern of human resources deployments and activities 
that enable an organization to achieve its strategic goals 
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Strategic planning 
Procedures for making decisions about the organization's 
long-term goals and strategies 

Strategic vision 
A statement about where the company is going and what it 
can become in the future; clarifies the long-term direction of 
the company and its strategic intent 

Stress 
Any adjustive demand caused by physical, mental, or emo- 
tional factors that requires coping behavior 

Structured interview 
An interview in which a set of standardized questions having 
an established set of answers is used 

Subordinate appraisal 
A performance appraisal of a superior by an employee, which 
is more appropriate for developmental than for administra- 
tive purposes 

Succession planning 
The process of identifying, developing, and tracking key indi- 
viduals for executive positions 

Supplemental unemployment benefits (SUBs) 
A plan that enables an employee who is laid off to draw, in 
addition to state unemployment compensation, weekly ben- 
efits from the employer that are paid from a fund created for 
this purpose 

SWOT analysis 
A comparison of strengths, weaknesses, opportunities, and 
threats for strategy formulation purposes 


y 


Task analysis 
The process of determining what the content of a training 
program should be on the basis of a study of the tasks and 
duties involved in the job 

Task inventory analysis 
An organization-specific list of tasks and their descriptions 
used as a basis to identify components of jobs 

Team appraisal 
A performance appraisal, based on TQM concepts, that 
recognizes team accomplishment rather than individual 
performance 

Team incentive plan 
A compensation plan in which all team members receive an 
incentive bonus payment when production or service stan- 
dards are met or exceeded 

Telecommuting 
Use of personal computers, networks, and other communi- 
cations technology such as fax machines to do work in the 
home that is traditionally done in the workplace 
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Third-country nationals 
Employees who are natives of a country other than the home 
country or the host country 

Total quality management (TQM) 
A set of principles and practices whose core ideas include 
understanding customer needs, doing things right the first 
time, and striving for continuous improvement 

Transfer 
Placement of an individual in another job for which the 
duties, responsibilities, status, and remuneration are approxi- 
mately equal to those of the previous job 

Transfer of training 
Effective application of principles learned to what is required 
on the job 

Transnational corporation 
A firm that attempts to balance local responsiveness and 
global scale via a network of specialized operating units 

Transnational teams 
Teams composed of members of multiple nationalities work- 
ing on projects that span multiple countries 

Trend analysis 
A quantitative approach to forecasting labor demand based 
on an organizational index such as sales 


U 


Unfair labor practices (ULPS) 
Specific employer and union illegal practices that deny 
employees their rights and benefits under federal labor law 
Uniform Guidelines on Employee Selection Procedures 
A procedural document published in the Federal Register to 
help employers comply with federal regulations against dis- 
criminatory actions 
Union security agreement 
Where an employer and the union agree on the extent to 
which the union may compel employees to join the union 
and how the dues will be collected 
Union shop 
A provision of the labor agreement that requires employees 
to join the union as a requirement for their employment 
Union steward 
An employee who as a nonpaid union official represents the 
interests of members in their relations with management 


V 


Value creation 
What the firm adds to a product or service by virtue of mak- 
ing it; the amount of benefits provided by the product or 
service once the costs of making it are subtracted 


Values-based hiring 
The process of outlining the behaviors that exemplify a firm’s 
corporate culture and then hiring people who are a fit for 
them 
Virtual team 
A team that utilizes telecommunications technology to link 
team members who are geographically dispersed—often 
worldwide across cultures and across time zones 
Validity 
The degree to which a test or selection procedure measures a 
person’s attributes 
Validity generalization 
The extent to which validity coefficients can be generalized 
across situations 
Virtual interviews 
Interviews conducted via videoconferencing or over the web 
Video résumés 
Short video clips that highlight applicants’ qualifications 
beyond what they can communicate on their résumés 
Variable pay 
Tying pay to some measure of individual, group, or organiza- 
tional performance 
Vesting 
A guarantee of accrued pension benefits to participants at 
retirement age, regardless of their employment status at 
that time 


W 


Wage and salary survey 
A survey of the wages paid to employees of other employers 
in the surveying organization’s relevant labor market 

Wage curve 
A curve in a scattergram representing the relationship 
between relative worth of jobs and pay rates 

Workforce utilization analysis 
A process of classifying protected-class members by number 


and by the type of job they hold within the organization 


Y 


Yield ratio 
The percentage of applicants from a recruitment source that 
make it to the next stage of the selection process 
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Brain drain, 662 
Branding 
definition of, 183 
recruitment and, 183 
Broadbanding, 418 
BSC. See Balanced Scorecard (BSC) 
Bullying, 532 
Burnout, 545 
Business necessity, 103 
Business services, 652 
Business strategy, 7-8, 69-70 


Business unionism, 623 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


C 


Cafeteria plans, 477 
Calibration, in performance appraisals, 353 
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Merit guidelines, 446 

Merit pay, 445-446 

Millennial generation, 24 

Minimum wage, 421, 422 

Minorities 


advancing to management, 220 
internships for, 219-220 
recruitment of, 219—220 
Misconduct, documentation of, 581-583 
Mission, definition of, 47 
Mixed-standard scales, 364 
Motivation 
compensation and, 399 
job design and, 159-162 
pay equity and, 400 
in training, 300-301 
MSDSs, See Material Safety Data Sheets 
(MSDSs) 
Multinational corporation (MNC), 655-656 
Multiple cutoff model, 279 
Multiple hurdle model, 279 


N 


NAFTA, See North American Free Trade 
Agreement (NAFTA) 
National Defense Authorization Act, 
485-486 
National Institute for Occupational Safety and 
Health (NIOSH), 518 
National Labor Relations Act, 578, 605-606, 
610 
National Labor Relations Board (NLRB), 
605, 606 
National Labor Relations Board (NLRB) 
representation election, 618-619 
Nearshoring, 19 
Needs assessment 
competency assessment in, 297 
organization analysis in, 295-297 
person analysis in, 299 
task analysis in, 297-299 
in training, 294—299 
Negligence, 561 
Negligent hiring, 264, 561-562 
Nepotism, 192 
Networking, career, 215-216 
New entrants, 51 
9-box grid, 186 
NIOSH. See National Institute for 
Occupational Safety and Health 
(NIOSH) 
NLRB. See National Labor Relations Board 
(NLRB) 
NLRB v. Weingarten, Inc., 583 
Noncompete agreement, 566 
Noncontributory pension plan, 499 
Nondirective interview, 254 
Nondisclosure agreement, 566 
Nonexempt employees, 402 
Nonfinancial compensation, 394 
Nonpiracy agreement, 566 
Nonpunitive discipline, 584 
Nonverbal communication, 673 
Norris-LaGuardia Act, 605, 608 
North American Free Trade Agreement 


(NAFTA), 9, 651 


O 


OASDI. See Old Age, Survivors, and 
Disability Insurance (OASDI) 
Obesity, 115-116, 544-545 
Occupational Safety and Health Act (OSHA). 
See also Safety 
alliances, 520 
citations, 519—520 
consultation assistance, 520—521 


cooperative programs, 520-521 
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coverage, 517-518 
employee in, 523 
employer in, 521-523 
enforcement, 518—520 
enforcement record, 523—524 
history of, 516 
mission of, 516 
penalties, 519-520 
responsibilities under, 521-523 
rights under, 521-523 
Safety and Health Achievement 
Recognition Program, 521 
small business and, 543 
standards, 518 
strategic partnership programs, 520 
voluntary protection programs, 520—521 
workplace inspections, 518-519 
OFCCP. See Office of Federal Contract 
Compliance Programs (OFCCP) 
Off-duty employee conduct, 577-578 
Off-duty employee speech, 578 
Office of Federal Contract Compliance 
Programs (OFCCP), 111 
Offshoring 
cost containment and, 19—20 
definition of, 19 
unions and, 638 
OJT. See On-the-job training (OJT) 
Old Age, Survivors, and Disability Insurance 
(OASDI), 479-483 
Older Workers Benefit Protection Act, 106 
Older workforce, 222—224 
Ombudsman system, 588-589 
Onboarding, 324-325 
O*Net, 150 
Online applications, 253 
On-the-job training (OJT), 305-307 
Open-door policy, 588 
Operation Enterprise, 219—220 
Organization analysis, 295-297 
Organizational capability, 79 
Orientation training, 323 
Outplacement services, 207 
Outsourcing 
cost containment and, 18-19 
definition of, 7 
of recruiting, 181 
Overtime, 424, 425 


P 


Paid holidays, 495 

Panel interviews, 256—257 

PAQ. See Position analysis questionnaire 
(PAQ) 

Participation, 160 

Passive job seekers, 189 


Patient Protection and Affordable Care Act 
(PPACA), 484-485 
Pay equity, 399—400, 424—426 
Pay grades, 415-416 
Pay mix, 403—409 
Pay rate compression, 422 
Pay secrecy, 401—402 
Pay-for-performance standard, 398—402 
PBGC. See Pension Benefit Guaranty 
Corporation (PBGC) 
Peer appraisal, 356-357 
Peer-review systems, 587—588 
Pension Benefit Guaranty Corporation 
(PBGC), 501 
Pension plans, 498-501 
PEOs, See Professional employer 
organizations (PEOs) 
Performance appraisal 
for administrative purposes, 347 
appreciation in, 377 
Balanced Scorecard for, 372—373 
behavior methods for, 367-369 
behavior observation scale for, 368—369 
behavioral checklist method for, 367-368 
behaviorally anchored rating scale for, 368 
calibration in, 353 
case study, 386-387, 754-757 
compliance and, 353-355 
criterion contamination, 352 
criterion deficiency, 352 
critical incident method for, 367 
criticism in, 377 
by customers, 358 
definition of, 344 
for developmental purposes, 348 
essay method for, 366-367 
failures in, 348-351 
focal, 346 
follow up for, 378-379 
forced-choice method for, 365—366 
goal setting in, 378 
graphic rating scales for, 364, 365 
improvement from, 379-381 
individuals performing, 355-358 
international, 685—687 
interviews, 374-381 
job analysis and, 146 
management by objectives and, 370-372 
by manager, 355-356 
method choice, 374 
methods, 364—374 
mixed-standard scales, 364 
participation in, 376-377 
by peers, 356-357 
performance diagnosis in, 380-381 
plan establishment, 360 
productivity methods for, 370 
program development, 351-363 


programs, 346-351 
purposes of, 346-348 
rater error in, 361—363 
recruitment and, 186 
reliability, 352-353 
results methods for, 369-373 
self, 356, 376 
in small business, 350 
standards in, 351-353 
strategic relevance of, 351-352 
by subordinates, 356 
supervisor, 355-356 
supportiveness in, 378 
team, 357—358 
training for, 360 
trait methods for, 364—367 
Performance feedback, 344—346 
Performance management 
case study, 385-386 
definition of, 344 
process, 344 
Performance measures, 440—441 
Performance shares, 453 
Performance units, 453 
Performance-reward linkage, 708-709 
Perks, executive, 462—463, 464 
Person analysis, 299 
Personal credibility, 31-32 
Personality tests, 270-271 
Personnel file access, 575—577 
Peter Principle, 205-206 
Phantom stock, 453 
Phased retirement programs, 497—498 
Phone interviews, 257 
Phone screening, 250-251 
Phone surveillance, 571 
Physical ability tests, 272 
Piecework 
compensation and, 402 
computing piece rate in, 444 
drawbacks of, 444 
incentive plans and, 443-444 
straight, 443 
Piercings, 579 
Planning 
forecasting and, 57—62 
strategic 
definition of, 46 
succession, 62 
Point manual, 411 
Point system, 411 
Polygraph tests, 271-272 
Position analysis questionnaire (PAQ), 
150 
Positive discipline, 584 
Post-interview screening, 261—265 
PPACA. See Patient Protection and 
Affordable Care Act (PPACA) 
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PPO. See Preferred provider organization 
(PPO) 
Practice 
communities of, 312 
in learning, 302-303 
Predictive validity, 274 
Preemployment tests, 265-276 
Preferred provider organization (PPO), 
488-489 
Pregnancy Discrimination Act, 100, 106 
Preretirement programs, 497—498 
Privacy 
cultural shifts and, 27—28 
drug testing and, 569-570 
employee rights and, 560-579 
personnel files and, 575-576 
rights, 568-570 
searches and, 574 
Privacy Act of 1974, 27, 263, 576, 577 
Proactive change, 8 
Problem-solving interview, 375 
Process audit, 723 
Productivity 
cost containment and, 20—21 
low-cost strategy and, 69 
Professional associations, recruiting and, 
194-195 
Professional development, 33 
Professional employees, incentives for, 
458-459 
Professional employer organizations (PEOs), 
20 
Profile, employee, 180 
Profit sharing, 455 
Programmed instruction, 310 
Progressive discipline, 583 
Promotion, 205 
Protected classes, 100 
Psychological contract, 562 
Public employment agencies, 195 
Public policy violation, 563 
Public sector, labor relations in, 624—625 


Q 


Quality of fill, 62 


R 


Racial diversity, 22-23 
Railway Labor Act (RLA), 604, 605, 608 
Reactive change, 8 
Readiness 
human capital, 63—66 
trainee, 300—301 
Reading, 222 
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Real wages, 409 
Realistic job preview (RJP), 198 
Reasonable accommodation, 107 
Reasonable care, 561 
Recency error, 362 
Recognition, employee, 447—448 
Recordable case, 529 
Record-keeping, equal employment 
opportunity and, 119 
Recruiting 
advertisements in, 187—188 
applicant tracking systems and, 200 
branding and, 183 
case study, 693-694 
costs of, 200 
of disabled individuals, 220—222 
for diversity, 221 
educational institutions and, 193-194 
employee leasing and, 197 
employment agencies and, 195-197 
external, 182, 187-197 
global sourcing and, 183 
globalization and, 8-10 
improving effectiveness of, 197—200 
individuals performing, 181-182 
internal, 182, 184—187, 693-694 
international, 661—664 
Internet in, 188—190 
job analysis and, 146 
job fairs and, 190 
labor markets and, 182-183 
labor unions and, 195 
metrics, 198—200 
minorities, 219—220 
mobile, 188—190 
nepotism and, 192 
performance appraisals and, 186 
professional associations and, 194—195 
public employment agencies and, 195 
realistic job previews and, 198 
referrals and, 190-192 
replacement charts and, 186-187 
skills inventories and, 186—187 
social networking and, 188-190 
strategic aspects of, 180-184 
surveys, 198—200 
walk-in applicants and, 188 
of women, 216-219 
Recruiting process outsourcing (RPO), 181 
Red circle rates, 417 
Reeingeering, definition of, 7 
Reference checks, 261-263 
Referrals, 190-192 
Regulation 
of compensation, 420-426 


of equal employment opportunity, 98-111 


of labor relations, 604—609 
Reinforcement, learning and, 303-304 


Relative worth, 405-406 
Reliability 
in performance appraisals, 352-353 
in selection, 248 
Religion, 103-104 
Relocation services, 207 
Repatriation, 678, 695 
Repetition, in learning, 302-303 
Repetitive motion injury, 539-540 
Replacement charts, 62, 186-187 
Reporting, safety, 529-530 
Rerecruiting, 192 
Resource flexibility, 79 
Resources, 54 
Responsibilities, employer, employee rights 
vs., 561 
Restricted stock, 453 
Résumés 
case study, 286-287 
in selection, 249-250 
video, 251 
Résumés, in selection, 249—250 
Retaliation 
discharge and, 568 
for equal employment opportunity charges, 
124 
Retirement benefits, Social Security, 481 
Retirement programs, 497—498 
Return on investment (ROI), in training, 
320-323 
Reverse brain drain, 662 
Reverse discrimination, 125 
Ricci v. DeStefano, 126 
Rights, employee 
attire and, 579 
body art and, 579 
case study, 593-596 
constructive discharge and, 567—568 
cultural shifts and, 27 
definition of, 560 
drug testing and, 569-570 
employer responsibilities vs., 561 
employment-at-will, 562-563, 567 
grooming and, 579 
job protection, 562-568 
negligent hiring and, 561-562 
off-duty conduct and, 577-578 
personnel file access and, 575-577 
privacy, 568-570 
retaliation and, 568 
romances in workplace and, 578-579 
searches and, 574 
surveillance and, 571-579 
whistle-blowing and, 564-565 
wrongful discharge and, 563 
Rights arbitration, 635 
Right-to-know laws, 523 
Rival rims, 51 
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RJP. See Realistic job preview (RJP) 
RLA. See Railway Labor Act (RLA) 
ROI. See Return on investment (ROI) 
Role-playing, 315-316 
Romances, workplace 

case study of, 746-747 

employee rights and, 578-579 
RPO. See Recruiting process outsourcing 

(RPO) 

Rules, discipline and, 581 


S 


Sabbatical, 210, 496 
Safety 
case study, 552-554, 748-750 
culture of, 524—527 
driving, 530-531 
emergencies and, 533-534 
enforcement, 526—528 
fatigue and, 530 
fitness-for-duty evaluations for, 525 
hazards, 530-537 
interviewing for, 525 
investigations, 528—530 
issues, 530—537 
law and, 516-524 
Occupational Safety and Health Act and, 
516-524 
promotion of, 524-537 
recording and, 528-530 
supervisors and, 525 
training, 525-526 
violence and, 532—533 
Safety and Health Recognition Program 
(SHARP), 521 
Salary plus bonus plan, 450 
Sales incentives, 448—450 
Same-sex couples, 501 
Sarbanes-Oxley Act (SOX), 564 
Scanlon plan, 453-454, 462 
Scanning, environmental, definition of, 49 
Schedules, flexible, 165—170, 174 
Screening 
initial, in selection, 249—253 
post-interview, 261—265 
Searches, 574 
Secrecy, pay, 401-402 
Security agreements, union, 632—633 
Selection 
application forms in, 251-253 
clinical approach to, 279 
compensatory model in, 279 
criteria design, 284 
decision-making strategy in, 278-281 
definition of, 246 


final decision in, 281 


information in, 248 
information summarization in, 278 
international, 664—669 
Internet checks in, 250-251 
interviews in, 253—261 
job analysis and, 146, 247 
multiple cutoff model in, 279 
multiple hurdle model in, 279 
overview of, 246-248 
phone screening in, 250-251 
ratio, 281 
reaching decision in, 277—281 
reliability in, 248 
résumés in, 249—250 
screening in, 249-253 
in small businesses, 266 
statistical approach to, 279-281 
steps in, 247—248 
validity in, 248 
Self-appraisal, 356, 376 
Sequential interviews, 256—257 
Severance pay, 496-497 
Sexual harassment, 112-113, 532 
Sexual orientation, 113-114 
SHARP. See Safety and Health Recognition 
Program (SHARP) 
Short-term executive incentives, 461 
SHRM. See Strategic human resources 
management (SHRM) 
Sick leave, 495-496 
Similar-to-me error, 362 
Simulations, in training, 310-311, 314-315 
Singh, Navjot, 39-40 
Situational interview, 255 
Six Sigma, 8 
Skill(s) 
augmented, 666 
core, 666 
gap development, 696-697 
inventories, 62, 186—187 
Small business 
benefits in, 494 
benefits of, 208 
compensation in, 407 
compliance and, 97 
equal employment opportunity and, 97 
handbook, 574-575 
helping, 21 
high-performance work systems in, 
724-725 
incentive plans in, 442 
OSHA and, 543 
performance appraisals in, 350 
selection process in, 266 
succession planning in, 64 
teams in, 166 
training in, 296 
unions and, 613—614 


Smoking, 542 
Sobriety test, 570 
Social media, 12 
Social networking, in recruiting, 188—190 
Social Security Act, 474, 498 
Social Security Insurance, 479-483 
Software, collaborative, 11 
SOX. See Sarbanes-Oxley Act (SOX) 
Speech, off-duty, 578 
Split pay, 684 
Spot bonus, 445 
Spot rewards, 304 
SPPs. See Strategic partnership programs (SPPs) 
Staffing, globalization and, 8—10 
Staffing tables, 60-62 
Standard hour plan, 444-445 
Steele v. Louisville & Nashville R.R., 608 
“Steelworker’s Trilogy,’ 609 
Step-review systems, 587 
Steward, union, 623 
Stock appreciation rights (SARs), 453 
Stock options, 453, 456, 457 
Stock purchase, 453 
Straight commission plan, 449 
Straight piecework, 443 
Straight salary plan, 449 
Strategic alliances, 69 
Strategic compensation, 396—403 
Strategic flexibility, 783-80 
Strategic human resources management 
(SHRM), 47 
Strategic knowledge workers, 56 
Strategic partnership programs (SPPs), 520 
Strategic planning 
definition of, 46 
human resources and, 46—47 
Strategic responses, to marketplace changes, 
6-8 
Strategic vision, definition of, 48 
Strategy 
acquisitions and, 68—69 
business, 69-70 
corporate, 67—69 
differentiation, 70 
diversification and, 68 
formulation, 67—72 
functional, 70-72 
growth and, 68 
implementation, 72-75 
mergers and, 68-69 
Stress, 545-546, 553-554 
Strictness error, 361 
Structural plateau, 210 
Structured interview, 254-255 
Submission agreement, 635 
Subordinate appraisal, 356 
SUBs, See Supplemental unemployment 
benefits (SUBs) 


Copyright 2011 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 


Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


792 


Subject Index 


Substance abuse, 548-549 
Substitutes, 52 

Succession planning, 62, 64 
Succession planning checklist, 65 


Supervisor appraisal, 355-356 


Supplemental unemployment benefits (SUBs), 


497 

Suppliers, 52-53 
Supply, employee 

forecasting, 60-62 

reconciliation with demand, 73—75 
Supply and demand reconciliation, 73-75 
Surveillance 

camera, 28,571 

computer use, 571-573 

e-mail, 571-573 

Internet, 571-573 

phone, 571 

text message, 571 
Survey, wage and salary, 412-414 
Survivor's benefits, 481 
Sustainability, 10-11 
SWOT analysis, 67 


T 


Tables, Staffing, 60-62 
Taft-Harley Act, 605, 606-607, 608, 628, 
633 
Talent pool diversity, 216-220 
Task analysis, 297-299 
Task inventory analysis, 151-152 
Tattoos, 579 
Team appraisal, 357-358 
Team compensation, 451 
Team incentive plans, 451, 452, 469 
Team training, 326-327 
Teams 
cross-functional, 163 
definition of, 162 
designing work for, 162-165 
forms of, 162, 163 
functions, 162-163 
process improvement, 163 
project, 163 
self-directed, 162, 163 
in small business environment, 166 
synergistic characteristics, 163 
task force, 163 
transnational, 663—664 
virtual, 163-164, 174-175 
Technology platforms, integrated, 
652-653 
Telecommuting, 169-170 
Tell-and-listen interview, 375 
Tell-and-sell interview, 375 
Temporary positions, 196 
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Termination 
case study, 594-596 
constructive, 567—568 
as discipline, 584-586 
due process and, 586 
informing employee of, 585-586 
just cause, 585 
retaliation and, 568 
wrongful, 563 
Tests 
assessment center, 268—269 
biodata, 270 
case study, 285-286 
cognitive ability, 269 
drug, 273-274, 569-570 
honesty, 271 
impairment, 570 
integrity, 271 
job knowledge, 267 
lie detector, 271—272 
personality, 270-271 
physical ability, 272 
polygraph, 271-272 
preemployment, 265-276 
sobriety, 570 
types of, 267-274 
validity of, 274-276 
work sample, 267—268 
Text messages, 190, 571 
Texting while driving, 531 
Third-country nationals, 659 
Time-to-fill, 199 
Tobacco, 542 
Total quality management (TQM), 7, 357, 
710 
Touching, 673 
Toussaint v. Blue Cross and Blue Shield of 
Michigan, 565 
TQM. See Total quality management (TQM) 
Trade, free, 651-652 
Training, See also Learning 
apprenticeship, 307, 663 
audiovisual methods in, 310 
basic skills, 325-326 
behavior modeling in, 316 
benchmarking and, 321-323 
blended learning, 308 
case study, 334-335, 335-336, 739-740 
classroom instruction in, 308 
competency assessment in, 297 
cooperative, 307—308 
corporate universities in, 317 
cross-training, 326-327 
cultural, 674-676 
definition of, 292 
development vs., 292 
diversity, 328-330 
E-learning in, 311-312 


ethics, 327—328 
feedback, 363 
goal setting and, 301-302 
governmental, 307-308 
in high-performance work systems, 711 
instructional objectives in, 300 
instructor characteristics in, 304—305 
international, 670—678 
interviewer, 259—260 
investments in, 292—293 
job analysis and, 146 
language, 671-673 
management, 312-316 
meaningfulness of presentation in, 302 
motivation in, 300-301 
needs assessment in, 294—299 
nonmanagerial, 305-312 
onboarding and, 324-325 
on-the-job, 305-307 
organization analysis in, 295-297 
orientation, 323 
of performance appraisers, 360 
person analysis in, 299 
principles of learning in, 301-304 
program design, 300-305 
program evaluation, 318-323 
program implementation, 305-317 
programmed. instruction in, 310 
reactions to, 318-319 
readiness for, 300—301 
return on investment in, 320—323 
role-playing in, 315-316 
safety, 525-526 
scope of, 292-294 
simulations in, 310—311 
in small business, 296 
strategic approach to, 293-294 
task analysis in, 297-299 
team, 326-327 
transfer of, 319 
tuition assistance programs and, 316-317 
Transfer, 206 
Transnational corporation, 656 
Transnational teams, 663—664 
Trend analysis, 59 
‘Tuition assistance programs, 316-317 
TWA v. Hardison, 104 


U 


ULPs. See Unfair labor practices (ULPs) 

Unemployment benefits, supplemental, 497 

Unemployment insurance, 483 

Unemployment Relief Act, 98 

Unfair labor practices (ULPs), 605-606 

Uniform Guidelines on Employee Selection 
Procedures, 117 
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Uniformed Services Employment and 
Reemployment Rights Act 
(USERRA), 100, 109 

Union(s). See also Labor relations 

aggressive organizing tactics for, 615-616 

authorization card, 615 

avoidance practices, 611-613 

bargaining power of, 629-630 

bargaining suit and, 617 

bargaining with, 625-631 

case study, 642-645 

contemporary challenges to, 637-639 

craft, 621 

decrease in membership of, 637-638 

employer opposition to, 616-617 

exclusive representation and, 618-619 

functions of, 621-623 

globalization and, 638-639 

high-performance work systems and, 
720-722 

impact of, on managers, 619 

industrial, 621 

information technology and, 616 

international, 689-690 

leadership commitment, 623-624 

local, 622-623 

national, 622 

National Labor Relations Board 
representation election, 618-619 

neutrality agreements and, 616 

organizing campaigns, 614-616 

in other countries, 688, 689-690 

philosophies, 623-624 

political involvement and, 616 

recruitment and, 195 

security agreements, 632—633 

shop, 611 

steward, 622-623 

structure of, 621-623 

technology and, 638-639 

Unionization, 610—611 

United States Steelworkers of America v. Webber, 

125 

Universities, corporate, 317 

University of California Regents v. Bakke, 125 

Unmarried couples, 501 

nsolicited applications, 188 


U 

Use of information, 35 

USERRA. See Uniformed Services 
Employment and Reemployment 


Rights Act (USERRA) 


V 


Vacation pay, 495 
Validity 
coefficient, 275 
concurrent, 274 
construct, 276 
content, 275—276 
criterion-related, 274 
predictive, 274 
of selection information, 248 
of tests, 274—276 
Value creation, 69 
Value-based health initiatives, 491 
Values 
core 
definition of, 48 
strategic planning and, 48—49 
corporate culture and, 56-57 
Values-based hiring, 57 
Variable pay, 436 
Vertical alignment, 72 
Vertical fit, 72 
Vesting, 500-501 
Veterans Benefits Improvement Act, 109 
Video interviews, 258 
Video résumés, 251 
Violence, 532—533 
Virtual interview, 258 
Virtual teams, 163—164, 174-175 
Visa, 662 
Vision, strategic, definition of, 48 
Vocational Rehabilitation Act, 110-111 
Voluntary protection programs (VPPs), 
520-521 
VPPs. See Voluntary protection programs 
(VPPs) 


W 


Wage and salary survey, 412-414 

Wage curve, 415 

Wagner Act, 578, 605-606, 642 

Walk-in applicants, 188 

Walsh-Healy Act, 420 

WARN. See Workers’ Adjustment Retraining 
and Notification Act (WARN) 

Weight discrimination, 115-116 

Weight issues, 544-545 

Wellness programs, 491-492 


What Color is Your Parachute (Bolles), 211 
Where Will You Be Five Years From Today? 
(Zadra & Wills), 212 
Whistleblower Protection Act (WPA), 564 
Whistle-blowing, 564-565 
Women, 24—26 
advancing to management, 218 
barriers to advancement of, 217—218 
development of, 216-219 
equal employment opportunity and, 105 
family accommodation and, 218-219 
recruitment of, 216—219 
Work evaluation, 411-412 
Work permit, 662 
Work sample tests, 267-268 
Worker support, 56 
Workers’ Adjustment Retraining and 
Notification Act (WARN), 568 
Workes’ compensation insurance, 483—484 
Work/family balance, 28-29 
Workflow design, 710 
Workforce Investment Act, 207 
Workforce Recruitment Program for College 
Students with Disabilities (WRP), 
222 
Workforce utilization analysis, 118-119 
Work-life balance, 502—505 
Workplace romances 
case study of, 746-747 
employee rights and, 578-579 
Workplace violence, 532-533 
World Trade Organization (WTO), 9 
WPA. See Whistleblower Protection Act 
(WPA) 
Wrongful discharge, 563 
WRP. See Workforce Recruitment Program 
for College Students with Disabilities 
(WRP) 
WTO. See World Trade Organization 
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